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^t^npv^nd Pension^ 

T*r y -cert *;*i':r r-r>:^* :-l * : 2 . r-» ;rr : . 

^urceof r«ir«rer. -;cr? B^j&^a^:« r- c* :r - . m *5 1-: 

reason Jodc-ib: r.a: f v i eccrcrr> car sffcaiccri-a 1 c 7 :-: '.-^i - ; - 1~* ^ • --i-, 
in Social Secunt> t^r.cfiis 1>8 &**ct^l«c r^:! » ■ :r> * ^ p»r" ; z m - ^ * 

mg> to p^3> a greater ret* If ire3J:err^:r*tf ,i lajt^r. tr.r* ^ *ricz,i: rrjLrdr* ; . . 
of ivpesof mccntuev, if as>, thiT *hc^:ct bec»f«5 :c errc-rasi :-r* 

Social Srcunrv t$ an unfunded pci;^r, s\ftex T^re? r^tr: «:^r? sjr* 

financ* tht* benefits p^do^r to currr - ^ ber.ef.care* Ir err *c*w, ;xr^ c- grcc* ssz 
services b> curren! rtorAer? are transferred to reared ^c*k*t< \* ar:«5 >: r<- 

capita burden c-n f omorroA\ *crker< will ;r t cre^-e s-trrxr: a. * 
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r i I i'/k r ^ M% 'iU'ia rv/u-^l ^i'i>n-v ^tu^nu UMi^cniv to \n\ hn\a h*\K**hMi pfPa>n% who*'** 
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jw^^m JM^XX 1 in t\-. mr 1uhv, n<M have M^;>We UKimit 

i *vt.%* v-v-M *s,\uf»t\ K*»nitt* iImi fc^vccdcntpUnu ^winlnihmv*. ,ma!tYiH*si'othc 
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ws2 mu u h iitc-Nc^iMti 

ii'u'i,^ **iU Mji»»tw«tcd tVkk mi4iihcSo4*alS:4,mtni !tu*t tund.lht lm,<rj|.M! 4ioniaH for 
»• tur o^ct the r*k%! ^ uvu fiobjbH MiHild K thfinn^'cd Null uoitnitMi ^oitlii *! n 
A*tf^ mmih *»!ihf Icn^ct fim^vl nufCtiMCN 
Orx undent ,u:jim^i t^itfij 1 Vv ^ Si\,of»l% Kntt?!^ JsltM? ^f.rticj? ?U btticlilNlf^fhc dcJi ih 

%*r jV1 rvdviC hcnciuv lo? tlu tv^i*^ n\ ot tcvirtcrit^ *vhi*atc pwf ind rd> hca^tK on 

Kf v tn* the ^ rtnn.'t^ ^oi»fwi. 4*1 invi*me RcduiingbcRChivihfOMi?hiatationlhcrcIofc v%t*wM 

• ♦ ■! K tffM'n»i'.u"iH ^>th tfsc ^nt/al vtniup] ol pimidltng Siiianwfal suiur(> to f tic needs rcitfid 

\ aond ugpmwni \vt c*<iucl*nj: $t%um> bciuliiN ^fhat thes jfe It busier pa\nic«i^ 
Ah. v h tT v u^i^n v ^U luu nt>! been taxed The iu*Hltcat?on tot then !a\ cxtmpt sfatiis^as 

\tkcrrd ntbManti^lh h\ thcRocnuc Av.1 ol ^hiwh included a provision to t*ss a p^utum 
v^* ur crrif fotmcnt kompwn*oiu^n ie%,iivi4 b% per *>n*« ^itti hif h incomi.*. 
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Otter retired disiMcd *rtd 
SSI 

Hv>uvjn> 

I Oo4 vump% 

Medicare 

Medicaid 

Other I edtr.il health c*n 
OUcr American* \ct prortam* 
Socul service^ 
Miscellaneous 
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THE RETIREMENT INCOME SYSTEM: 
Past and Present 

Employment 

Although \\t tend to think ot the senior years as a time of withdrawal from work, earnings from 
.iitplovment are still anunjavuim Source of income for older Americans. Before this century the 
emplovnicm^tc^ was very high, despite lower life expectancy. This was due to the 

largely rural and agricultural character of society, which made gradual withdrawal from 
employ ment easy for many workers, As society has become more urban, less agricultural, and 
richer, labor force participation among older age groups has gradually declined. In 1900, nearly 
two ol every three men age 65 and older worked, but by 1980 only one in Five did so. Employment 
of men age 55-64 has also declined, falling by 10 percenyn the last decade; by 1980 only 7 o( 10 
men in this age group were in .the labor force 1 

This trend has been gradual but steady . and it parallels the experience of other dev eloped 
countries. Although a variety of possible causes can be identified- rising wealth, changes in 
industrial ?nd social structure, introduction ol public and priv ate transfer programs— the exact 
role each of these factors has played is still in dispute. 

Among women over age 65. the rate of labor force participation has remained fairly-constant in 
this century at about 10 percent. The percent of working women in the 55-65 age group climbed 
during the 1950s and 1960s as part of the general increase in women's labor force involvement; the 
rate then leveled off in the 1970% at about 40 percent 1 
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Thtimr^rar^ of r^/acr.! a* atr.c^a: en v-r<a- r^r.a. ;r; r R * "v;:gr R^ 4 ';r 
c l uari> do r s.i> on income frorr. a^*:* to fining rne r fci.retr.cv^ :*t * *rc*-n - ^ 

e^enomi^ cla,m that ?r-e£ro*th of OASDI andemplo.*: p^r^c"; ra*.e '-d to c:rrc : p:r^ ~* 
deaca>e- m ^awn^ o^cr ti,mt, b*i tneemp^nial evdrrrecn th.* pox* .? :n;cr,;;^..t - 

Public F<y«o in recent >ear* ha* nr.o.cd:o*3rd e*pLwV encc-ra^emer;: of <a>Tii for r 
In p'owMons affecting troth Indi.idoal Retirement Ac^-antM JR A>*ard Ktc^n p.arj *:* 
>ell-empIo>ed, both of *h:ch perrmt def.-rral of :a*c: on iaviru^ for rc:Jr«r.cr.T, v. ere macs rrc* 
generous AH Aorker- can no a a<jde upioS2,GG0a ;.eai in an IR V *hch .« nc: subifcr 'o 
income ta^ untJ it ^ *ithdra*n aj retirement The micot earned b> the IRA ^ »a? t*em; 
unit! that time Because of the compounding of thi^ fwit intercut ainc-atx a i^ixicrr^ ca-xi* 
plan can vieid a considerable ^uni at retirement 

Tabic 2 iho**ihaf 19 percent of ifce mone> uicomtof tho-**65artdovef *a^ from#*e^. 
jr, Judmg interest on «a\mgA a> *ell a^ other mttren, di.«dvruk. rent, and mone> iter, c4a\ ar 
tru^s More than half of ail r>; ri ons »n thj^ age group had income from thi* <c urce 
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^ O^SDI r-tf-tf.:: zz*z earn .r .c .^rrf er.p.o;.T.tfr.! o.rr tr.s *G'kmg Mi of a rc:^ 
T't tcrtf : f:rrr^3 pr^rc-i-.t, *n *n rr,ear> that ita*ardi !-o*-*&£e 'workers a higher fracsor 
:'-rt ia.eragee&rr.r.j5!fiaT t r.gh *a£**crkr< Benefits arc reduced if fin: accepted before age 
*5 far ..ar a »'rft.r.cs> :r.»re&*ec .f fni acwepted after age 65 (dtlaved retirement credit), A 
dsps-tfri! recede- &sr.e ft* of 50 percent of the fcas,w benefit for the worker, and other 
c^r.^r.v rr.a> 'cc.\>$ ber.cf.:* a s *e*I A ^rw.inz spouss is entitled to a basic benefit equaling 
• - s dr csastrd f . pi - f t er efi ? 



■14 






j, = v ~ — v r.; ^;:.^r;V^ Si !c e*;'> S2 of rarn-ng* abo.etu tM-P-.p! 

J" * a.:crl:"va.:> .r.^wdrc Uv£ *^t!u-ann-ai growth m average *ageM 
I - ; *3/r Cc*^ r: # apTo to ewef c.ar.vs : ^* age~2 

O^SDI rVeV< a*v f> danced t« a ravroll tar or. ^agc- in cohered employment up ro a caling 
1- ly*2. :r« ;c.i-rg *&■ $32,400 Tre tax rate *s ID S percent, with empiover and empiojee ea*h 
ra* vraiT 5»!1 -employed ,nd<v:dua!> arc taxed at &.05 percent . The'e rates have graduaflv been 
xa ec owr rr.t >-ear«. arid ir^fwe* are atrcad> scheduled for the future. In 1985, the rate will n*t 
*c n 4 pjr.cn:. and in 1990 i* *j» r.«* again to 12 4 percent, The combined erop!o>er and 
crr.r.i .eetax ra'e lor the entire Old Age Survuor. Disability, and Health Insurance programs will 
r^e *o :t« ul f *mat* rate of 15 3 percent at that time 

Jr x financing ^ on a paw<-vou*go basis, with current benefits paid *tth current tax receipts 
Tr.u* the benefit retire get are paid b> tho<* still working. who in turn will have benefits paid b> 
, w ceding workers *hen ihc> retire. The tru^t funds wc pnmaril> as contingency reserve to 
cr.atTe the *t Hem to weather period^ of recession when tax receipts fall. As wehave seen in recent 
,car< ihe- v "re-erve- mav be inadequate to withstand prolonged or severe recessions or periods 
*hui earrings fail to grow as fast as prices. This tendencv has been exacerbated by apparent l> 
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i?T^'7' - v - fc ^j^v*.:.fi cn, * event i> announced rev 1**0:1* m rhc Cett*umcr Pruc 

h ^cv cvp-vee ?c e*^c t^c peb'e^. { ^ t^c future The fnar.ctng ot OASD1 is m central N 
** c - sr:? x z>*~ ;«cr* ; v, *r *er ct^ ' » » ^^mylasc a lar^e reserve !und to meet future 
cr 



^up^ltmeoul Vsruntv Income 

T'e r* r w pa, - car * icVcd pijtum rfoKijirtj^ benefit for tht eldcrt* >- the Supplemental Sn.ur,t> 

<SSi> prci^rr Thi- pegrarn *as imt-atcd m 1 9^4 to replace the fcdcrallv-ictmbuf^d 
r-. v o* \ d ro \£ed. Blind, &-,d D^abled administered by the State* 

a:e~raJ> lar.defl jtndtfdmmntcrcd program 10 provide a nationally uniform minimum 
'..c n h \> aged* Kind, and disabled persons Tftc major purpose of the program is to ensure a 
t\»s * "c»«! o? ^a r-ierar.vc interne to aged, bund, and dibbled persons who were not covered bv 
Vv a.1 a* earner^or dependent- of wage earners or *hose income from Social 

Sv*.vr;v sir, a c:Kcr <our k e* >s no' »utf«w.ctu to prov ide basic maintenance needs A State may 
* app*ctr.cn? tr.c f edcral benefit to prov ide a higher income level lor its residents or to pay the eoMs 
cenam Uir.fi arratjgsrmer^ (boarding homes rcMdenttal institutions) when individuals are not 
3 K t *o 'iw independently 

To fcv cLgibk tor SSI, an individual or v oupk muM be 65 or over or blind or otherwise disabled. 
\n*cs other *han a ^orrn and certain other excluded items muM be below SI, 500 for an individual 
3r d $2,250 for a ^ouple Federal SSI benefits for an individual with no other income are S3, 180a 
vwar. cc uple* teuave $4,"64 Twenty-eight S:aie> pay supplements to recipients living 
.ndcpirdentU , tanking from Si 20 m Ltah to 52,088 in California for individuals and from S180 in 
K»uth Dakota to $5,016 m California for couples. Thus combined annual benefit levels in States 
that supplement the Federal benefit fange from $3,300 to $5,268 for individuals and from $4,955 
to 59/>0 for couple * 

Benefit v are reduced b> a third when a recipient live^ m another person's household and does 
no! pay a proportional ^hare of common hou-ehold expenses This reduction applies to about 7 
per* en* of reupientf Benefits are also reduced b> $1 for each $2 of earnings, disregarding the fir hi 
$^5 pa month OnI> about 3 percent of recipients have their benefits reduced for this reason 
Fir.aliv, benefits art reduced b> the amount of income available to the recipients other than 
earning, including Social Security, veteran- pensions, and interest and dividends, after 
d^r^gardmg $20 This reduction affects about 60 percent of recipients. 

In 1981, approximate!) 4 million people were receiving SSI benefits, a decrease fiorn 4.3 million 
when the rolls' peaked in 19^6. About 35 percent of new awards are for aged persons and 65 
percent are for the blind and disabled. More than half of SSI recipients are 65 years or older, the 
mcd*an a^e for thi^ group is 76 sears. Thirty -three percent of those over 65 are over 80. Sixty -si\ 
percent ol the adult recipients are women, '2 

Total Federal benefit outlavs for SSI were $6 J billion iri 1981, and state supplements 
administered b> the Federal Government added another 51.8 billion. The average monthly 
caseload for Federal benefits was approximately 3.6 million persons, 1 2 million of whom abo 
received federally -administered State supplements,^ 

Estimates suggest that only 55 percent of the aged peHon* potentially eligible for SSI paiiicipate 
m the program, According to a recent study by Urban Systems Research and Engineering' 3 , 
participation rates are low for several reason^. First, some of the eligible nonpartieipant 
population is ignorant of the SSI program and its benefits, they have less experience with 
government programs and are skeptical of them. As the survey indicated, even those who receive 
Social Seeuhtv checks may never have heard of SSI. Second, if eligible participants were turned 
down at some time m the past they are less likely to reapply when changed circumstances make 
them eligible lur benefits. Third, people who have never received "welfare" in their working lives 
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\-i<j\ K Mhui.nit i*» an*** tor ^SI, i hi ^uriiij tevtiwtn' SS! benehts ma\ he a real con^cni o! Utv 



I Hi ILK Rl Ol I Hi s\STLM 

Ihctuturv ot theutucment uuonur >vstcm canm*! Qc predicted with ccrtamlv, ol course, but 
enough hkottnio^uMu^tt h»t concern TluvMMcm will laccmaiot challenges, mostly 
revolving a*ound how to p**v lot retirement bench! - as f he proportion ot the ddcrh in the 

population tW*> 

I ha* the Social S^untv svsicm laces future financial difficulties should be obvious to am 
newspaper leader hai is less ob* h>us is that Hie system laces two distinct future tmanaa! 
problem^ One is immediate unless economic cundmcms are very favorable the OASDI reserve 
funds mav vm well be inadequate to pav benefits Mimctimc in the next lew years The problem, 
nmpiv put, iva result of economic per lormance over the past live years or so thai was worse than 
anticipated when < urrerit benefit schedules and tax rates were* established 

I he other problem is long-iange. because of demography shifts, of which the most dramatic ts 
the aging ol ihc hahv bourn generation, the proportion ol aged persons in the population will 
chmb substantially eaily in the next century, According to projections of the Bureau ol the 
Cciihus, the ratio ol those 65 year s oj age and over to those aged 20 to 64 will nv; from 20 22 
percent in the WHO- 2005 period to about 37-39 percent in 203Uand thereafter, 14 

Over the next 25 years, there will be approximately 3 2 covered workers f i.e.. workers paying 
Soual Security taxes) pel Soual iuxunly beneficiary (retired and disabled workers, their spouses 
and children, and survivors ol deceased workers). But by 2010, the post AVor Id War II baby boom 
wjH have begun to retire, \\ ith fertility projected to remain at or near present levels, and with 
projected improvements m mortality , the number of workers per beneficiary is expected to decline 
to aboui 2.4 tor the period 2006 to 2030, and to about 2,0 for the period 2031 to 2055, with the 
exavt pattern depending on assumptions about fertility, mortality, and disability, 

The 1982 OASDI Trustees' Report projects the path oi the surplus or deficit in the OASDI trust 
lund Raiher than show this in absolute dollar amounts it is more informative to show the 
climated inflow ol taxes and outflow ol benefits relative to the total payroll available as a tax base 
to support the system Thus the estimated "cost rate" is the annual cost -or outflow of benefit * 
pa> ments-expiessed as a percent of taxable payroll. Similarly the tax rate shows the inflow ol 
Social Securuv lax as a percentage ol the tax base. The difference between inflow and outflow is 
the surplus or defk it. again shown as a percentage of taxable payroll, 

The tollbwing table shows estimates for the cost rate, the tax rate, and the surplus or deficit 
based on the less optimistic of the two intermediate alternatives that appear in the 19K2 OASDI 
Trustees' Report Reflecting the decline in covered workers per beneficiary that occurs after 2005, 
the estimated cost rate will rise more rapidly than the taxes to pay lor them, with deficits occurring 
alter 2010. As the table shows, to adequaiel) finance the programs, total payroll tax rates either 
would have to be increased by 1 .68 percent over the >ears 2007-2031 and by an additional 2.73 
percent beginning in 2032. or by 1 82 percent beginning immediately. 

The long-run problems— stemming from an increasing proportion of the population that is aged 
and collvctuig benefits supported bv a workloue whose growth does not keep pace— extend to 
Medicare, the Health Insurance (HI) portion of Social Security As the proportion of the 
population age 65 and over increases alter the turn ol the century , health care expenditures as a 
percentage ol taxable payroll also arc expected to increase, While cost rales for the HI program 
usually are not estimated over a 75-year period, the following table presents special estimates done 
bv he Health C are financing Administration on the basis of the 1981 Trustees' Report * 
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I MM h iMimat&} OASDI zml rates « p$tit*te& *4 
MM* payroll tttfnpMtf with ax ratei* 

Ka»rt»j»iJ .*v«ax'. r **ou#rOV&W _ Nyrpia* 

*$ s i ? t 'n M M I } * i *S 

:»« *** H» *»I 1^ *0 4 M 

I igiir c ! illustrates this situation b> the: vertical difference between the curve labeled OASD! 
expenditure and the dotted Iine.labded 0ASD1 tax rate 

taxable pa>KjU eumpmsl *Tih ux rates 

iv/l.^j ttU<*frjt< rxfjfi- Hirttit 

N.itf. »o ill 7 HI *<>0 4 

loos * 2**H * s 

The HI portion of Social Security is even worse off rhan OASD1 a* the program ts projected 
t<j run a umtmually increasing deficit from 1987 to ^035 The long -term situation in HI is, 
illustrated in Figure 2 

To summarize* although it is difficult to forecast the Suture* it is current!) projected that 
demographic changes ocvurrmg alter the turn of the century wa) give use to sharplj increasing 
OASD I and HI cost rates Given currently legislated taxes, both OASDI and HI costs will exceed 
the revenue raided to pa> them after ahom 2010 Under intermediate assumptions. OASDI and 
Medicare outlays will exceed 25 percent of taxable payroll m 2030 and in each vear beyond, Under 
less optimistic assumptions, total Social Secant) outlays would exceed 40 percent of taxable 
pa v roll 

\\ hile the exact magnitude of these piojcctions is uncertain, we know enough about the general 
situation to recognise that the problem is both targe and unavoidable, all who will reach age 65 
between 1982 and 2046 have already been born Furthermore, we would fate this long-run 
piublem even it the short run problem had rie\er a' sen, though the solutions adopted to address 
the short run problem will obviously have some bearing on the specific nature of the long run 
problem. 

Three broad approaches exist for closing the deficits m Social Security that wdl begin to appear 
alter 2010, 1 

1 Maintain the present benefit structure and increase the sy siem's financing This might be done 
by (a) increasing future taxes as needed after 2010, (b) attempting to advance hind the system 
between now and 2010. 

m K Mtixofc t*tfeiiicl> ^comihc u» thr undedving RcjKtfl ol ifajjjf dgf jj Old Age and £m uvor* tnnui anvc a> ; d 

avumptums \uvh a> Iciuhiv, nu<fiali!\,divaMiH imLuuc, Di sability insurance Tro->t funds 

/fa! *jgc gn*wih, and inflation There ii a high degree ol The HI ponton ot SOvtfl Sevuril* is even *of *c oil than 

uruena>M> a*u>viJied *%nh ihc^e estimate**, and the , OASDI as ihe program is projected 10 run a tuntmuaiiv 

unveuamu lr(^ e fca^e^ a*, the per iod ol projection mileages reading defuu Uom jo 2035 The long tetm 

1 ot the revolts ol alternative estimates %ee the NH3 Annual situation in Hi ^^ illusti aied m Figur^ 2 
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» Reduwcifcc l&tloi teflciit* no* promts** ue?aiive to p.tficur*fli.?i tf.:o:re, 5 wh^s is&yft? 
unchanged the a$e or first enwUmsm <a v *c 62* Tfci> mj£h? fcc do::? b> crar^^ aifctt* tr? 
bawc benefit cilculahon formula, or b\ chan^ng tfrrca^ oCnxxsal" Wjw.Sft^wtn v*6S io 

*av,3£etoj 

* Crungethea$eol tir* cflttfletnem tromaxe 62 to :mvuns:e tYoma«63 Job'Uvp.c^iv a*. 

sagged* Th\s *xcp might be undertaken alons o; >n cofuuno" with chan$>n£ the h£*rt'' 
calculation formula or the age of normal retircmenr 

Or .our**, rhc vanouN alternatives vmthifl ih^apprcaciu-v ear* becoj^asd >r- a vart:* oi 
to addre^> the deficit 

Ike first approach matniaub the prcx:ni benefit sifu;;ure white iftcrcawng prc*£m ar.d or 
tufure taxes to nncet future co*ts Future bcnefi;*aftes {iedajA **ouflg *orkeM would fcc 
approximate!* a* weH on as pfc-ent b^nefuunss future wa$c-eantsrr_v who *oaid pa% h*,dv 
taxes, would tuih absorb trie vOftncqucnces of the demographic bab^ fc^orr, baby ba«t cvcU T>.: 
work and ^avifU incentive, of workers lacmg bfghcr tax burden under fhi* approach could be 

^dvef^dV jffCvfcd 

In addif ton, extensile advance funding would innpK —alter the Federal deb; held bx the 
investor public had been reared— that the government would hold <ubvtanrai cqu'?> or deb: ^ 
pr ixate sector, uhuhjpight be probtcmatiw If m\ reah*tu alternate undci th*> app.vach real- 
narrow to ones thai raise mo>? ot the neec>>at> revenues at the time benefit* are paid 

W hitc other country have accommodated them>eUe^ to hi^h:r dipvT.dcao ra^o^ in t her 
publicly financed retirement pfO*ram\ t that expeneiiwc mav not be tramfcrab^ to fhc I ntfed 
>iate> Though the questtor* of whether future $tn£rauon* wilt accep: la^g: mcrca^ in fau- io 
finance Social Sevuntv ^ ulumarclv a political one. the potential con^queAcev for the Mt<on'^ 
economu growth ot the combined burden of income and pavroU u%e^ m the future v%,li nave to K 
v%e>ghed hea^ih in that calculus 

The second approach maintain^ the prevent schedule of future pavroit U\c> but would ^au 
down the growth of future benefits to meet the scheduled revenue^ Sv^era) mean* are av^ubU ! c 
do thtv ad hoc adju^tmentv to the ba^c formula, pace inde\tn< element ot ih.- formula o; 
rating the age of normal retirement 
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vk K, n ,i hu niii>* rc^oid, while Mr- B is eligible tor the %ufvtvor\ bench!. 

*H>,h squats hef deceased husband's benefit ol 5I2/>M U hilc Mrs A is thcorefualh eligible 
tor >ur.o.o^ K^ciit^ those benefits arc reduced dollar tor dollar bv ihv bent-tils she wollccK 
or. her ua« amount \tthou*:h iheUo families pav identical ta\e* tor 3"* vears, fanulv B 
ft kU '»^ ub Mnnaiiv more tnrnchtN than tannh \ 

\ot ontv up two tamihe* pav uicnlaal taxes and n\ciu different benefits under Social 
Se„ unf\, Nit two tamjhesvan *»«^ amount in taxes and reveiu; identical benefits 
(*»r example. Mi P and Mr y boihVarn S24.f«iafinttal!v, arid Mr^ P earns S7,5««> When 
f l c r ^ * >C 4rsoU, Mr* Pr» eligible lor SMM axadependent, whn.li i<* almost completely 
,>! of b>, the V«.2J2 <hv>aii collea on her own awcoun* The Ps and Us will receive identical 
Kuehb althuiwh M r * P and hei tmplo-.a have paid v\ 1 3 percent or more cM her earner* 
CM- h -ear fo Social Squirt* h**- 1 J vears ' v 

P»<*ds fam\ between the bench! * ol out and tuo-earncr vonpk^ in rciucniem must be 
M»PM«U-tvJ tn heh? ot the bujer * overact: the two-earner couple enjovs while in the labor loru; 
\ t„ v Usr Jee .♦•*t»pTive. d^abduv protection tor both husband and wifvaud survivor protection 
>j\ uUvu <v the event ot the death id either parent 

In w w»ira*t » the SSl putt-ram has an explicit means to help envure, Thar the apparent need 
v.? p*'tcOM#ji mnetiwianes sot responds, to actual need* 

H <0o ttn ■ dmaetue between prownt'd and actual need, the two programs ddtet in the 
kin*t*i v* the as^nnnne i enoj •»-.« whuh rexouues are evaluated to determine need The hit 
u* -ne i^vul s^uMx bcmti! kwtnula redistributes benefits on the basis of lifetime earning. 

iu the ssi proviam u-vwurrcftt nutime to make rh^ evaluation Hie distinction in the 
p^-yid .».ei '.o-n j, iu< d n n*a;ned retW . d'tlexence%w r he intent and function ol the two 
u: 

\ »» alj-omr n.-uUfV if. s.deted in v vahwtiwtm decree .»! redistribution under Soual 
v .roo% Hcure n>e mm^ due ot S»t wKJ | Se«.urnx benefit pavnuut 1 roan individual is mt a 

,Knebt bnt rhe JLturmjIafe** \ due ot benefits trorn retirement unfildeath.a 
j . . ; -..fti^if.il btncHt-.trnv f ufv ai/uU not guarantee equabfv ot benefit contfibutiun ratios 
\\.*>ki t . Ah< ■ h,w>< U' hve loritfci -Adt rc^cr.c a hwtar benefit euntriHution ratio than tht«e 
Atvf j K , : , tf ] v |h»i - f*»' eiiaal ^ >n>nbuiinn -and equ^l annual benefit paxmuntn. women, whu 
,^ t . ri : 5 *r T . v, |.»tM-*i hKvrvOama-s.i.«iopcxttr,n,-cui.H vi . v.,rit Lontfihutiun ratio. 

j» 1 1 Mor. »vtf , b»-.. .tin Ku*h t«Scfi/»u eattnii^ . often are cut related wnh lon^»evil\ . an 
7 : i, .ii ' i^t rirt" « »M».utaaauaflv iftav cicse^s it V ef|i«ih/Ui»r the benet'U . contrtbution 

\..*.-.'»ej •t,j,.M.M l | ..•;t5f.*nem uivha r-enefit- o h«*w well rhev mamfain thur valu*. 

o. , i, :K *» r;r< n.i.u» 5 J rn*d s mi; nor lorei^n vMenv mniitain the valu*. <d ^ 

it*. TefTfatr.t adiusirtu.*!!!, but adv<vate-o1 mdeum* ai^uc 
Uf roniiire eaabi predict tnture income from the system 
pr». k *rain K>rii ba^ec^pliLit fro^en**o to/ mde^u^ Inde^arn'. 
ntntfiH Ss^KdSwufiPi .v.umtn ciiKfs into the vompuMtion <*! 
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ll'H'J 1 v t. 



r, . inde^riif 1 ot wj^e hl'.t*«ra^ mdc'Mn^ot btrnd 



, pMsar, »k -nafuc »rt.ia*n! (Pi \) fotMiuta, and po teiitiftiAftcnt »nde^nt^i*f bviief*' 

H.i.» \i. 'ruli^Jfual • Sic^Ku utttv Kfietif is ba id on aver tee 

»r veif in *Abi hiKpo M/t^iuK*diuemplounvnT.o'.eredbvfhc 
d^e'-e.]."! i.a-jA i^^iiinlv eaftiuu's, c.t?nun^afe adiU kdtofhuf *.**u ran' 
,i ! *.» s . t ;-vK?,.4f vuriaA nji.t.nrnne*aU'irideMdf*Metk4.rthe^iovvrhin 
U,! i».t iL-iJUm « * .tuo. atmrearnme. jn i p?;ot vear to an amount 
s> f ,, . {u ?s» -a » AonJd F»a»'. t»-d >f b«- **f h*. wele in the same po ^tooi 
, _ j. < lf -. .w *av«. i»rrk***i monfhK van-tm*^ MMPM th» rnea-ufe »*t 



ea*mn#s u*ed in I he benefit formula 

* \n alternative wav ot adjusting earnings would be to index them b> the growth in consumer 
prices, which would have the effewt of convening <di earnings i v an amount that corresponds 
in current dollars to the purchasing power of these wage* when the> were earned. For a given 
benefit formula, wage indexed earnings historic* produce higher benefits than price-indexed 
earnings, but either method results in constant earnings replacement rale* over time. 

fndvuns* of bend 1 Point* — ho v ial Securitv benefits are computed b> applvmg a three brack* t 
formula, mu^h like an income tax formula, to average indexed momhi> earnings ( AIME j. fn 
anv one vear fc the formula produces benefits that are proportional!) smaller for higher valuer 
•of AIME The boundaries of the bracket or intervals in the formula are referred to as 
bend points (see points a and b in figure 3), Lnder eurrenfiaw the bend-points are indexed to 
reflect the growth in average wages to ensure that earnings replacement rate-v remain constant 
over time 

If bend point » were indexed to reflect the growth in pi *ccs instead ol wages, each succeeding 
cohort of retiree* would receive a lower earnings replacement rate* as long as real earnings 
were growing over time This would occur because benefit for new retirees would not 
increase as last as average indexed monthh earnings The real dollar amount of benefits Aould 
.till grow over time, but the increase would be small 

P*$\\eniakmem Indexing of Benefits — Before 19^5, benefit paid bv Social Securif > were not 
I ormaflv indexed and increases in benefits were made ad hoc bv Congress. Beginning in 1975. 
benefit-* were indexed to keep pace with the rate of growth m consumer prices. Benefits irom 
the SSI program are also indexed to prices. 

1 here are alternatives to indexing benefits b> the rate of growth m consumer prices. One 
alternative would be to index them by the growth in wages With price indexing the real level 
ol benefits remains constant over time, bui with growth inreal wage^ the relative standard 
o! living of beriehciane*. tails W age indexing would allow beneficiaries to share in general 
economic growth, which would be* particularly helpful to vers aged beneficiaries who have 
been on the rolls for a long time, Wage indexing has also been suggested for another reasun 
During |*T4- JV?5 and agam in the past two vears* prices have been growing faster than 
nominal wage^ Because benefits are price-indexed, Social Seeuntv and SSI recipients 
have fared much better than the working population during these vears. Man? argue that 
^be.au^ all societv should shaie the costsof a depressed economy, the indexing factor for 
bench!* should not exceed the rate of growth in nominal wages 

Some ha*e argued that because consumption needs are different for the elderly, benefits should 
be indexed b> a separate price index that reflects the kinds of goods consumed by retirees- Tor 
example, the pftce of nc * home* and home mortgage rates have a relatively large weight in the 
consumer price index {t PI), but current prices do not reflect the costs of housing or mortgages for 
elder persons who ivpicalh made their home purchases vearsago when price-* and mortgage rales 
were much lower 

Separate price indexes lor the elderh have been constructed on an experimental basis, but the 
result \ indicate little change m these indexes over time compared to the change in overall consumer 
prices W An additional technical problem in trying to specify the appropriate consumption 
pattern for a separate index arises from the fact that a substantial portion of Social Security 
beneficiaries are not elderh 

Private pension plans generally have no explicit indexing of either wage histories or benefit 
pavments Indexing of bend points is not an issue lor pensions because with proportional benefits 
there is oni> one bracket in the benefit formulas Since wage histories are nor indexed. .the earning 
upon which benefits are Based at retirement do not necessarily reflect current price levels. This is 
overborne to some extent because pension plans use a much shorter averaging period than Social 
Seairirv, tvpualh using earnings from the three or five highest earnings vears With nominal 



cdfRir.^* ^iA»r., •J»:-t a jj rx.o,* ijfc.ci> be*he >car . jusi c*fore retirement. However, the problem 
^aw^.etor AurKr- *hu leave a partuuiar pen>ion plan bdore retirement Once \e*!ed. such 
-a, r*er* are ^11 able to recede benefits from a plan, but because these benefit will often be based 
on cam;n^s trom >ear- long before, their value at retirement vwili be very low. 

Mom pruate person pUn- do not index retirement benefits Sftme plans adjust benefits on an 
a J n. I\*^, but up. wall . the e increase- have been far le^s than increases in the consumer price 
mde> " V. sih moderate to high inflation rates, even benefits that provided adequate income at the 
tm e ot retirement rjpjJI;. tall m real value to the point where thev no longer provide sufficient 
rc'irernent in*orre 

Taxi realrr.ent of Benefits 

A •inal important aspect oi benefits is the wa> thev are treated with respect to income taxes Social 
Vvuntv and SSI benefits are not subject to the personal income tax, but benefits under private and 
puNu employer plans become taxable after worker^ hav c recovered benefits equaling their 
vontn^uiions to the s>Ktem- * 

Manv have argued (hat the double personal exemption in the income tax for people over age 65 
makes the nontaxabihtv of OASDI benefits unnecessaVv , and thai the tax system should treat these 
benefits the same a*, or at least similar to the wav private and public employer pensions are treated 
On the other hand, taxing OASDI benefits would substantially lower benefit/contribution ratios 
tor worker* with high earnings. Because these workers are already treated unfavorably by the 
fwefit formula, taxational benefits could conflict with vertical equity. (The taxation issue is 
w»nqdvfed at greater length in a later section ot this chapter.)- 

Financing 

t'anlnhuiton Ban- 5 
An important consideration in financing retirement benefits is the base from which contributions 
,ume Both Social Secuntv and pension contributions can be thought of as being financed out of a 
proportional tax on earnings SSI benefits, on the other hand, are financed from income taxes 
There are two rationales for financing Social Security benefits from earnings, The first is to 
maintain a fin* between contributions and benefits, both the amount of payroll tax paid and the 
amount ol Su^al Secuntv cash benefits received are based on a worker's earnings under the 
program This relationship has been an important factor in achieving, public support forthe 
program. Social Secuntv benefits are thus thought of as an earned right rather than a transfer 
payment, although this link has been historical)) tenuous; in the case of current and past 
generations of retiree^ contributions have accounted for only a small percentage of total benefit 
pavments. However, under current law , tor >oung workers on average, lifetime benefits will 
generally relied lifetime contributions to the system. 

The s^ond rationale is that the pavroll tax is designated specifically for Social Security. A 
separate tax imposes a degree of fiscal discipline on the system. The cost of the Social Security 
program is reflected in the payroll tax rate, and any overall liberalization of benefits must be 
accompanied bv a corresponding increase in the taxes that workers and their employers pay 
Larmat ked taxes made ahundantlv clear what anv proposed benefit increases might cost current 
and future taxpavers 

The pavroll tax has been uitici/cd as a source of financing for Social Security. The tax is 
thought to he regressive because it is leveled onlv on earnings up to a certain amount and does not 
mvhide mcome.othef than earnings in its base. Other arguments weaken this position, however 
! ir st less than 10 percent of all earnings are excluded because of the ceiling. Second, the earned 
uuome tax credit, introduced in 1975. was intended to help compensate for the regressivity of the 
tax I mail) . a regressive or proportional tax mav be appropriate in a program whose overall effect 
i% progressive 
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Revenues tor Social Security cuuid be generated through other taxes besides the pa>roll tax. The 
two major aherndhves areOj moving some or all of the system's revenue requirements to general 
revenues, thus relying on personal income and corporate profit* taxes, or (2) imposing a new tax, a 
value added tax being the most frequently. discussed. Arguments favoring a particular approach 
woftver n the appropriateness of the financing mechanism to the benefits conveyed, the different 
economic impact of the taxes, and the absolute magnitude of the base on which a given tax is 
levied- 

The introduction of general revenues into the Social Security program would require an increase 
in-general taxes or result in a future increase in the general fund deficit. Among those who would 
contribute under general revenue financing would be the retired population itself through taxes on 
income trom pensions, investments, and other assets. 

Two aspects of present Social Security financing are frequently considered candidates for 
nonpavroll tax financing, hospital insurance and the redistnbutive portion of retirement benefits, 
including both the tilt in the benefit formula and ancillary benefits todependents. In both cases, 
the natural link that proportional payroll taxes make between the level of earnings and benefits is 
absent, so one major rationale for payroll tax financing does not hold. J 

Pay-As^ You-Go versus Advance Funding 

A wntual difference between the Social Security program and pension plans is the reliance on 

pay as yuu go financing rather than advance funding, Since the 1939 Amendments, Social 

Security has been financed on a pay as-you go basis. The revenue collected from the payroll tax 

each year is intended jo equal total expenditures for that year plus a small amount to maintain a 

contingency fund-IHe effectiveness of the pay-as-you-go financing principle, in use almost since 

the beginning of Social Security, is grounded in the growth of the economy and the population. 

Taxes (laid in any period by a certain generation could, in the aggregate, be matched or exceeded 

by the benefits received in the future by that same generation, as long as the population and real * 

earnings were growing. With a decline in population growth and a slow or no-growth economy, 

however, individuals in the working population would face tax increases that could not be met by 

equivalent increases in future benefits. 

Private pension plans are funded in a different way. while there arc many variations, the basic 
approach is to advance fund the retirement benefits of workers over their working lifetime. A 
reserve fund is accumulated, which is then drawn down when a worker retires. 

It was recognized at the inception of the Social Security program that there would be a large 
windfall to the initial generation of retirees. While this is necessarily the case under pay-as-you-go 
financing, it should be noted that some retirees also have received large windfalls as the result of 
grandfathering at the inception of many pension plans. 

A significant financial liability arises during the period between the inception of a pension plan , 
and its maturity, because thei^e are not accumulated funds to make payments to workers at or near 
retirement age, Retirement benefits base Jon employment before the plan's starting date must be 
met thiough increased contributions to the pension fund during the transition period. Under the 
rules established by "the Employee Retirement Income Security Act of 1974 (ERISA), the 
maximum period for amortizing this past liability is 30 years. 

The reason for the large windfalls in Social Security lies in the program's historical origins. The 
system was conceived during the Depression of the 1930s, and the economic environment of the 
times brought elements of social welfare and redistribution into its structure. Benefits were paid 
immediately to individuals who paid very little into the system. 

The Depression was an event that no one could have reasonably prepared for. It scvcicly 
reduced the economic well-being of several generations and thus it may have made sense to 
transfer income from generations yet unborn to generations hurt by the event. One way to do this 
was to start an unfunded Social Security prograjn. Because the Depression imposed an economic 
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iovs ol sonic magnitude on the enure working and retired population, the payment of income 
transfers to people who have reached retirement even as late as current times can be justified. 
However, by now most of the people affected by the Depression have reached retirement age and 
this argument does not hold for continuing intergenerational transfers. 

Ihe problems ol pay-as-you-go financing will become acute as members of the large baby boom 
generation reach retirement age early in the next century . To meet the program's revenue 
requirements at that time, the generation succeeding the baby boom generation would face sharply 
increased pavroll taxes. Some have argued that Social Security should distribute this burden more 
evenly bv engaging in a considerable degree of advance funding. For this to happen payroll taxes 
would have to be increased in the very near future. This would enable the system to accumulate a 
very large reserve fund that could then be spent down as the baby boom generation retires. Under 
this option, members ul that generation would bear a large share of the burden for their own 
retirement support- ° 

It is important to recognize that because ol extremely unfavorable dependency ratios, even the 
financing ot advance-funded pension plans will be affected. As the baby boom retires, pension 
tunds will have to pay benefits out of accumulated reserves. The generation succeeding the baby 
boom cohort will be asked to purchase a large stock of accumulated capital. The tradeoff for 
reduced consumption will be a higher level of savings. The one major difference is that capital 
accumulation under advance funding leads to more investment and hence a greater total national 
output; both consumption and savings will then come out of a larger total pic, so the absolute 
levels of both will be higher. 

An increase in thfcrelative degree of advance funding in the retirement income system, cither 
through greater reliance on private pensions or modification of Social Security financing, docs not 
necessarily lead to greater aggregate savings, other government policies are critical. For example, 
it it were deemed desirable to partially advance fund the Social Security program, significant 
technical and political issues would have to be resolved to ensure that taxes collected in advance of 
payment requirements would be used effectively to increase society's productive resources. At a 
minimum, using the funds to finance other Federal spending and/or retirement benefit increases 
would have to be avoided. The accumulated funds could be used to retire government debt, 
driving down market interest rates for government bonds and leading to a shift in private 
mvestnents to productive capital. However, even after all outstanding government debt was 
retired, there would still have to be a very large reserve buildup if the system were to be advance- 
funded toany significant degtee. Thereappearsto be few options forinvesting these funds short of 
buving State or municipal debt or buying large amounts of private assets, which would imply 
Federal Government involvement in the ownership of private companies. 

Similarly, if increases in private retirement income claims— for example, larger employer based 
pensions, greater use of IRA tax shelters— were offset by increases in overall Federal borrowing 
tor current operating expenses, then these increases in private sector retirement provisions also 
might not translate into increased aggregate savings. 

Fax Treatment of Contributions 

The final aspect of financing to consider is the tax treatment of contributions. The Social Security 
pavroll tax is levied equally on employers and employees, and in the long term at least part of the 
employer share of the tax is most probably shifted back to employees. Pension contributions are 
most often paid entirely by the employer, but they are usually considered as deferred wages by 
both employers and employees. 

Workers' contributions to the Social Security program are taxed as income when earned. 
Employer contributions are treated as compensation to employees, hence as ordinary and 
neeessarv non-taxable business expenses. Employer contributions to private pension plans are 
treated the same way but are taxable income to the employee when received in retirement . Also, in 
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private pension plans the interest earned on employer contributions (and, if any, on employee 
contributions) is not taxed until received as retirement income. The decision not to tax employers' 
contributions and interest in private pension plans reflects the explicit intent to encourage the 
deferment of wages until retirement, when individual tax rates tend to be lower. 

In contrast, the nontaxability of Social Security benefits in excess of employee contributions 
constitutes a tax exclusion rather than a deferment . If Social Security were treated exactly like 
private pensions, approximately 85 percent of benefits would be included in the adjusted gross 
inwomt f beneficiaries. A less analytically rigorous, but often suggested, treatment would include 
just one-half of Social Security benefits in the tax base. 



INTERACTIONS 
Interprogram Interactions 

Public and private pension plan*, Social Secuiity, and the Supplemental Secuiity Income piogram 
interact in a number of ways. The most obvious is through offsets. Because SSI counts both Social 
Security and pension benefits as income, benefits from these programs offset SSI benefits dollar- 
fur dollar. The same is true for the many pension plans that are integrated with Social Security. 
Under integration rules established by the Internal Revenue Service, private plans can reduce 
benefits by up to 83 cents for each dollar of Social Security benefits received. Most plans that 
offset benefits for Social Security use a reduction rate substantially less than the maximum, 
typically 50 percent. 2' Under defined contribution plans, employers can contribute a higher 
percentage amount for earnings above the Social Security taxable maximum. 

Programs interact in other ways as well. Pension plans typically set a total target earnings 
replacement rate/or retirees that takes account of expected Social Security benefits. Thus, in plans 
that allow retirement before age 62, the first age of eligibility for Social Security, benefits are often 
adjusted so the total annual retirement incomw remains constant before and after the worker 
begins to receive Social Security benefits, 



Effects on Savings 

A potentially important interaction of retirement income piograms is their effect on individual 
savings. The idea behind this is fairly straightforward* If people save because of anticipated 
income needs at retirement, then the creation of a retirement income program that meets this need 
will cause them to save less. Assuming for the moment that private pensions arc close to fully 
funded, as long as there is less than dollar for-dollar reduction in private savings in response to 
pensions, total capital for investment is increased. However, Social Security is an unfunded 
program, so to the extent that individual savings arc discouraged there is less capital available for 
investment. 

In order For the effect of an unfunded system to be a concern for reasons of economic growth, 
at least three conditions arc necessary. (1) the level of capital accumulation is too low; (2) 
aggregate savings would be higher in the absence of the system, and (3) changes in other 
government policies would not be more effective for inducinggrcatcr savings and investment. 

The effect of Social Security on savings is ambiguous. There are at least three theoretical 
considerations. (1) benefits in excess of contributions should be expected to increase lifetime 
income and thus decrease savings, (2) the introduction of Social Security may have encouraged 
earlier retirement and thereby may have led individuals to save more ovci a shorter working life in 
order to provide for longer retirement, (3) individuals may act to offset the effect of the Social 
Security program either by reducing support for elderly parents or by increasing bequests (in which 
case the system should have no impact or savings). Empirical evidence of the effect of Social 
Security on savings is mixed and inconclusive.^ \ 
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kf feels on Earnings 

A iccond potential eiiect of retirement income programs is on the labor supply of older workers 
In the past 25 years, labor force participation rates for older men have steadily declined. For men 
aged 65 and over, the rates have fallen from 36.5 percent in 1955 to 19.1 percent in 1981. The 
participation rate lor men age 60-64* has fallen by 2L5 percentage points, from 82.5 percent in 
1955 to 61.0 percent in 1980. The trend in labor force participation rates for women has been less 
clear. Over the same 25*>ear period the rate for women 65 and over has fluctuated around 10 
percent, while the rate toi women 60-64 has actually increased slightly, reflecting the general 
increase in labor force participation by women. ^ 

While other lactors, such as rising real incomes, have been important, private pensions and 
Social Security may have contributed to the decline in participation rates in two ways. First, if 
benefits from pensions and Social Security increase total lifetime income, workers can be expected 
to respond by working less, in particular by retiring earlier. Second, private pensions and the 
Social Security program may create disincentives for continued work once benefits are taken 

In most cases up through the present, the value of the total Social Security benefits a worker 
could expect to receive in retirement has greatly exceeded the value of the same individual's 
contributions to the system. This has also been true of many pension plans. An excess of benefits 
relative to contributions represents a net addition to an individual's wealth, which makes 
retirement from the labor force more attractive. While this incentive for retirement may have 
influenced past labor force participation decisions, retirement income, at least from Social 
Security, will no longer represent an increase in wealtlfoncc the system reaches maturity in the 
near future. At that point the value of benefit* will more nearly equal, on average, the value of 
past contributions. 

However, because the wealth represented by future Social Security or pension benefits is not 
liquid, much like housing assets, the av ailability of a retirement income stream as an alternative to 
income from working may be more important for workers in phoosing when to retire. To the 
extent this is true, the age of first availability of benefits may be a key factor influencing labor 
force participation. 

Both public and private employer pensions and the Social Security program restrict the potential 
earnings oi retirees once retirement benefits are taken. Employer pension plans universally require 
workers to leave their present jobs once they begin to draw their pensions, and in some cases place 
restrictions on the type of employment workers can accept after retirement. Because workers give 
up job-specific experience and accumulated seniority when they retire, wages will be lower in any 
postretirement job* 4 

Despite this potential loss of earnings, there still are strong financial incentives for workers to 
accept pension benefits. Most employer plans do not credit years of service of additional earnings 
beyond a certain age, usually age 65, for purposes of computing a worker's retirement benefit. 
Thus the total value of pension benefits falls as retirement is delayed. 

Social Security imposes a slightly different constraint on postretiremen! earnings. Under Hie 
earnings test, a person's Social Security benefits are reduced by 50 cent* for each dollar of earnings 
above a specified exempt amount. In effect, the earnings test imposes a 50 percent tax on earnings 
above the exempt amount. By comparison, under the personal income tax a married couple would 
have to earn at least $85,000 in 1982 before they would face a 50 percent marginal tax rate. When 
added to already existing payroll and income taxes, the total marginal tax rate on a Social Security 
recipient can be quite high. For example, a.beneficiary with a median level of income can expect to 
net only about 25 cents for every dollar of earnings above the exempt amount. A tax that reduces 
financial gain from work should be expected to cause people to work less. 

The earnings test has also been criticized on equity grounds. Older workers argue that they have 
contributed to Social Security throughout their working careers and that to deny them benefits just 
because they choose to continue working is unfair. Whether or not it is equitable to withhold 
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benefits Irom those over rctuement age who work depends on whether Social Security is viewed as 
an old age annuity or a retirement program. The traditional view is that the purpose of the 
program is to replace lost earnings when a person becomes disabled, dies, or retires. The earnings 
test is used as a measure of whether retirement has occurred. With this view of the system, it is 
equitable to withhold benefits, just as in an> insurance program payment is not made unless the 
insured against event occurs. On the other hand, if the system is viewed as an old age annuity , the 
only requirement for commencing benefit payments should be the attainment of the specified 
pensionable age. As noted earlier, however, in the private sector even employer pensions do not 
operate as old age annuities and they restrict earnings, once benefits are taken, by requiring 
w orkers to leave the firm. 

Recent analy sis of the Social Security system suggests that there are substantial offsetting 
factors to the tax on wages from the earnings test. Because of adjustments foi early retirement and 
the effect of additional earnings on future benefits, the Social Security system may actually create 
work incentives that are larger than the disincentive effect of the earnings test for workers between 
the ages of 62 and 65. It seems clear, however, that substantial disincentives do exist for continued 
work beyond age 65 because the adjustment for delayed ietirement does not fully compensate 
workers for foregone benefits,^ 



CONCLUSION 

Over the next 50 years the Nation will have to accommodate a very large increase in the proportion 
of the population that is aged. The growth in the aged population was over 10 percent in the 1970s 
and will be almost 10 percent in the 1980s. At present, the population 65 or older constitutes about 
1 1 percent of the total. Over the next 50 years it will increase to approximately 18 percent of the 
total an increase of more than 60 percent, Because of a long term trend toward zero population 
growth in birthrates and a leveling off in immigration, the Nation eventually would have reached 
this higher percentage of the population that is aged without a sharp cyclical upswing in the 
birthrate during the 1950s and early 1960s. The baby boom-baby bust cycle, hOv\e\er, requires the 
Nation to make this substantial adjustment in a short period of time. 

Such changes and accommodations are not unprecedented. In the post-World War II period, 
society accommodated a large bulge (and now a decline) in the dependent population undei age 20, 
However, per person costs are lower with respect to children, and societal transfers, to the aged are 
nominally more "public" than those made to the under 20 population. The shift to a more elderly 
population over the next 50 years demands more forethought, planning, and understanding than 
the Nation has ever tended to give such demographic transitions. The problems are especially 
acute at the federal level, for increased public transfers to the aged show almost exclusively in the 
Federal budget. 

Basically , the debate about retirement income over the next 50 years will be about how to 
reallocate a commensurate share of the national product to the growing percentage of elderly in 
the population. The elderly on average currently enjoy a certain standard of living in relation to 
the younger, working population, Depending on the yardstick used, the current living standard of 
the aged is>onsidered to be anywhere from 60 percent to nearly 100 percent of the living standard 
enjoyed by most middle aged citizens. If this relative living standard of the aged is to be 
maintained neither improved nor diminished - the percentage of the national product that goes 
to the elderly approximately must double over the next 50 years as the elderly population increases 
at the same iatc 4 This can occur by means of Social Security, employer pensions, private asset 
accumulation, and earnings. Is that possible? Or will the relative income position of the elderly 
have to decline? 

Equally important, how do we want the allocation between cash income and medical services to 
evolve over this intervening period? Current extrapolations show Social Security declining relative 



to prcicfitvMiicm total vompeusatton *wage<* and hinges), Owupational pension* probably 
ttuieaMiip. and inedual eare provision -especially publicly financed medical care -uureaM 
eoiistdetahlv \n the Nation shifts re>oui«% to whatever degree, toward thceMeih, in this the 
distribution o! vavh yet sunn ^ ulJ income that we think necessary or sensible' 

turthei. ate we vomtonable with the mi\ between oui public and private modes ot reallocation 1 
I inp!o\ei pettsiouN and other lorms ot deterred compensation are growing Some have argued 
that u would be desirable to encourage that growth, tor then more ot the upcomir g aggregate shift 
in national income could take place in the pn\ ate sector, placing less strain on the political process 
(especially at the f ederal level) and possiblv leading to greater capital formation Can that be 
avwomphshed w uhout possiblv counterproductive public regulation of emplover pensions * V 
disused more tullv below . w ill the grow th of emplover pensions be such that the historical 
emphasis ot Social Security on low -wage and intermittent employment can be phased out or at 
least diminished > Can we substitute other income transtcr mechanisms, more directly or mducuiv 
uuome conditioned, that also might ease this traditional emphasis in Social Security? For 
example, proposals have long been made to substitute some or all of the redistributional elements 
ot soual Security with an enhanced Supplemental Security Income piogram. the so called special 
ntinimuni in Social Secuntv tor long-term worker or tor an aged demogrant (an equal payment 
to all aged individuals) that is subject to taxation 

Anv detailed reexamination ot the retirement income system must concentrate on the publicly 
financed component and begin with the recognition that this component is structured aiound two 
bioad objectives ( I ) reallocation ot an indiv idual's income from the working years to the 
retirement years in ordei to support one\ ow n retirement and that of a spouse; (2) reallocation 
yyithm Social Secuntv (and within national income) from certain groups, especially those with 
lelativelv high lifetime earnings, in favor of other groups in the elderly population 

! he current system attempts to meet these objectives largely through the Social Secuntv 
program and secondarily through the Supplemental Security Income program and tax polio 1 he 
aineut structure consists of the historical accretion ot incremental and ad hoe decisions, and it in 
not evident that it achieves its results m ways that are coherent, readily understood, or even always 
intended 

One otten u%ed guide tor reexamining these divergent goals in the system is the measure ot 
actuarial fairness. Can an mdiv idual expect to receive trom the system what he paid into u ? Such 
calculations involve comparing lifetime taxes and foregone interest with scheduled htetime 
benefits, adjusted tor risk and insurance protection When this benchmark is used to measure the 
current system's reallocations, some possible anomalies emerge. The competing objective of social 
adequacy prevents Social Security trom prov idmg actuarial fairness in all cases. In some areas, the 
social consensus around the departure is probably relatively strong. I or example, the system's 
leallocation trom benefits paid to couples when both spouses are alive (and trom those who leav e 
no surv i\or at all) in lav or of benefits paid to surv iy mg spouses is probablv greater than in pnvate 
occupational pensions with actuarial survivorship rules. Nevertheless, that reallocation has been 
lelativelv unquestioned in debates about the system over the years, 

On the other hand, aspects of ancillary spouse benefits (paid while both the worker and 
dependent spouse are alive) and the nontaxability of all program benefits operate in ways that 
defeat the tilt in the basic benefit formula. These seeming conflicts in the system have been debated 
persistently and across a broad political spectrum, thus calling into question exactly what the 
program's purposes are and whether some explicit rearrangements might more accurately reflect a 
changing economic reahtv and social consensus, 

It mav be appropriate and ev en necessary to smooth out some of the benefit redistributions tn 
social Secuntv and to reassess the treatment of Social Secuntv under the income tax— especially it 
occupational pension coverage grows among lower-wage workers. Further, now that the SSI 
protram has become a fixed feature ot the Social Security Administration, greater reliance might 
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Wah this somuiu* from f he law, employment based insurance has become one ol the 
mo*t popular trmgc benefits Between 1V5U and 1980, private insurance payments fur 
health varc increased from Si billion to $58 billion, vthilv the percentage of all health care 
cH r u*dffurc> paid through private m uranvc iiurea*ed from V I percent to 26.6 percent.* 
It* aKmt PI million Americans iabuut 76 percent of the population) were covered b> 
prt.ate »n»maiKe plans,** m«Mh employment based Furthermore, there is a trend {oward 
r\iOt< t%tcnave>'jfip!u>ineiit ha*ed plan-, with coverage lor dental care, prescription drugs, 
«»M»»n ware. and outpatient mental health cart becoming increasing!) popular Some 
employer - n»»* aho continue health insurance coverage tor retirees where it serves as a 
"rKcdj^ap' plan supplementing the fettreeV Medaare benefits A 1VX0 survej of large 
cmplo.er round that *A j event uf 'he re 'funding firms had such coverage tor their 
rr: rte 

Ifte !• volution uf the Public Financing Program* 

< «'{Hple(nent*tv the prowth oi private health insurance, Congress enacted a series of 
p'jfrh, finafujrw program, that led ultimately to Medicare and Medicaid 8 Public health 

* " trance hid its roots in the Sc^ia^Securitj Act of I9}5, under which the Federal 

< »v»errjment bey.m to share with the States the uust of extending cash assistance to the nccd>« 
»f.c a^ed. *bc'hLnd v single women with vhildren, and later, to the disabled* The Act did not 
; r..*uK f»«r dnewt i j tjnv»; to: medical expenses, but medical expenses were taken into 
!..o5int m def» a rmmiriy the level of cash a^siaance going to an individual In short, medical 
i 9 >um *a. prt*.fded mdirecth through the welfare sv tern rather than through direct 
; jviD'.i.t '-i provider . Participation h> the Slates w&. optional 

I ht- s.^ui H.uritv Amendment, ot pJ5o marked another important watershed m the 
Je'ito c»*w public health insurance That act provided for Federal matching funds to 
vm?*_ »hal t»tfercd fuiMu a> • tarue including medical payments to hospitals, ph)Mciarr, 
ir J »tre? provider of rnedwaf care l** f the fir si time the Federal Government contributed 

d^c.t f avment - ?<j provider of medial cire Bv \VM about 40 States were participating 
.j r ' p:'»>'tam ►pending 'jhou* S 5 1 x * million During the 1950%, however, concern 
> Mj^ucd **> shout rhe mvrej.irttf number of a*>ed who did not receive public 
t Mr a- jf.d laired adt quale private insurance Almost three fourth of all health hdl* 
*..f \*t. eld«rlv hid n. te paid hv the a?ed itani ehe * -r h> their relatives Moreover. 
o» ii.c' *'f •rti^p had average health e\£trre< that Acre fAKe tho'e for the rest of the 
r f oo * 

1 • ; trn ■-.!! ffw r.calm $nd A^lfrife <^ rhe eldc^h supplied much ot the political 
► u.fv'u r'ehn.J mo? major incf*.a e in I ederal upport of health care* the Social 

urn, \rm.na (fl .7it' «»f l»#Wi ( ai o kuoAn d' fht Kerr-Mills Act Under Kefr-MilK, the 
t-.ur^i r»j*i o? mcdual j .i.tjjf*-c-*a iiu.rc'4 ed. and the go-trnment made an open ended 
..»rt fmtmvn* pav t*>r an e taM .Xd h f ot medical service^ State 1 were given the 
f.| m< n »,f '.♦t..nj»n^ ^o,eoye <*ith I ed« nl ma'ihirtp pa> merits to the elderh who did not 
f < u ^ i ^fafi>*. ryi *ht> \cf*r in need of a i.tafue tot medical care B> the end of 
|v." i\\ s\t*c A'-re f af f ^ pitnn^ in ih»- b-j h pr*»pfam, and 4 7 had coverage for rhe e 
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MLD1C ARL'AND MEDICAID 
Medicare 

i navted in 196 \ Medicare is a ! ederal program prosiding hospital and medical insurance 
.ovcraee persons »ho arc entitled to Social Security cash benefits and their families, 
.NH.etcc.s/nnil.on elderly persons gained eligibility for Medicare at its inception in 1966. 
Medicare* beneliuanes noxv number 25 million persons who are over 65 and 3 million 
who arc peimancntl) disabled, including 73.000 who are suffering from end-stage renal 
disease. Almost all the Nation's elderly population is covered by Medicare. Roughly three 
and one-hall million Medicare beneficiaries aho have Medicaid coverage. 

Medicare covers the following acute and extended care services: hospital .care, physician 
scrvi.es. post-hosp.tal skilled nursing facility (SNF) care, home health care, laboratory and 
vrav services, phvsical and speech therapy, rural health clinic services, and durab c 
medical equipment and supplies. Medicare co%ers neither outpatient prescription drugs nor 
h»nv term nursing home care, two services of considerable importance for the elderly. 

Medicare consists of two parts: Part A. Hospital Insurance, and Part B, Supplementary 
Medical Insurance. All persons receiving Social Security retirement or disability benefits 
are automatically entitled to Part A without premium payments while anyone who is over 
age 6< or otherwise entitled to Part A benefits may elect Part B. Part A is financed 
pnmatib <9? percent) with payroll taxes ami Part B is financed by a combination of 
general revenues (three- fourths of expenditure) and beneficiary premium payments (one- 
lourth ol expenditures) . Ninety-six percent ol air Part A beneficiaries also enroll in 
Part B c onverselv. about 40,000 persons not eligible for Part A enroll in Part B. The 
monthly premium' for Part B coverage is now SI 1.00 and will become S12.20 July 1. 1982. 

I n j er Medicare Part A. mo* benefits are available on a spell-of-illncss basis. A spell 
ut illness is defined as the period that begins at the time a beneficiary enters a hospital , 
and ends when he has been out of a health care facility for 60 days. During each spell of 
' .line.s benet.car.es are covered for 90 days of hospital care and 100 days of skilled nursing 
,4K- fhev are entitled to receive an additional 60 days of hospital «ire during their 
htef.mc (called lifetime reserve days) and unlimited home health visits if they require a^ • 
billed home health service. * 

Medicare requires benel.caries to pay part ot the cost of services covered by Part A, 
though most of the cost-sharing is imposed toward the end of the benefit period. During 
each spell of illness, beneliciar.es must pav a deductible amount (S260 for 1982) that 
approximate- the national average cost of one day of hospital care. There is no cost- 

h tnn* lor d.iv. 2 through 60. Coinsurance is charged for days 61 through 90 of each spell 
,„ ,lh,e;- (an am-.un. equal to 25 percent ot the deductible or S65 a day in 1982), and lor 
htet.me reserve davs (50 percent ol the deductible). Cotnsuranc- equal to one-eiglfth ol 
,he ho .pir.il deductible per day is charged lor days 21 through 100 of skilled nursing 

f ' K < ','?» -sharing is also required ol Beneficiaries under Part B ot Medicare. Each year a 
bene!.c*n must meet a Part B deductible, set at S75 for 1982. Thereafter, Medicare* 
reimburses the beneficiary tor 80 percent ol what it determines to be reasonable charges .. 
„t ph. Means and other suppliers of services. The beneficiary pays the remaining 20 
per.er.f ot the reasonable charges and, about half of the time, must pay the additional 
amounts charged bv phvs.uans that Medicare does not consider to be reasonable. Benefits 
paid under both Parts A and B of Medicare represent 44 percent of total personal health 
u.iri- expenditure- lor thevekkrh y < 
' Mm> .1 ■« percent ol Medicare spending for the elderly is lor inpatient hospital care, , | 
2< percent b-r ph> Man services, 2 5 percent lor home health care, arid 1.5 percent tor 
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Medicare program costs have risen at an average annual rate of 18.8 percent since 
19 n 2. By comparison, medical care prices in general rose 8.5 percent a year over the same 
period. In fiscal year 1982, Medicare costs will increase to more than $47 billion, double 
what they were in 1978. This dramatic rise in costs is due to both price and utilization 
increases, along with growth in the beneficiary population. In fiscal year 1982, Medicare 
will pay part of the health care bills of more than 17 million elderly beneficiaries, at an 
overall average cost of Si, 696 per beneficiary. 

Table 2 presents trends in Medicare total disbursements and expenditures per enrollee 
for selected years since 1967. In light of these trends, it is not surprising that public 
officials have expressed concern about the continued financial viability of the trust funds 
that pay the Hospital Insurance and Supplemental Medical Insurance expenses for 
Medicare beneficiaries. In March, 1982, the trustees of the Federal Hospital Insurance 
Trust Fund reported to Congress that expenditures from the trust fund could exceed 
revenues as early as 1986, and that even under the most optimistic assumptions the fund 
would be depleted in 1991. 



F\BLL 2. Total disbursements from the Medicarettust funds and 
disbursements per beneficiary for selected years, 
1 967-1 982 





I otal disbursements 
(billions) 


.Mean disbursement 
per beneficiarv* 




S 4 46 


S 251 




S 8.61 


$ 429 




$21.62 


$ 869 


! «n2 i projected) 


$47 75 


$1,696 



Soukc 1981 Annual Reports ot the Boards of • Pertain oply to enrollees in the Supplemental Medial 

Trustees ol the Federal Hospital Insurance Insurawtfe Program — slightly less than the number 

and Supplementary Medical Insurance I rust enrolled tn the Health Insurance program, 
funds, U.S. Government Printing Office, 
Julv 8. 1981 



Medicaid 

Medicaid is a joint Federal and State program, administered by the States, that finances 
health services primarily for individuals who are eligible to participate in the Federally- 
supported welfare p/ograms. Aid to Families with Dependent Children and Supplemental 
Security Income (SSI) for the aged, bjind, and disabled. In addition, States may provide 
Medicaid to medically needy persons whose incomes are too high for the cash assistance 
programs but who would otherwise be eligible, and whose incomes are not high enough 
to pay for their medical care. Thirty States and four territories have programs for the 
medically needy. 

Medicaid was enacted along with Medicare in 1965, and States first began to participate 
the following year. It was not until 1970, though, that the vast majority of States had 
loined the program. All States except Arizona now have Medicaid programs. 

Certain basic sen ices must be provided under anv State Medicaid program: hospital 
services, physician services, laboratory and x-ray services, SNF Services for persons at least 
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age 21, home health services, family planning, rural health clinic services and health 
assessment services for children. States also may provide any of a variety of additional 
services that quahfv for Federal matching funds. All States have chosen to cover 
intermediate care facility (1CF) services. There is great variation in State income 
eligibility standards, provider reimbursement levels and methods, and in the amount, 
duration, and scope of benefits. 

Medicaid operates as a vendor payment program. Payments are made directly to 
providers, who must accept the Medicaid*payment as payment in full. For nursing home 
care, individuals are required to contribute any : ome they have above the eligibility 
standard to help pay for the care. States may require medically needy beneficiaries to 
share in the cost of services provided to them. Forty-six State Medicaid programs have 
agreements with Medicare to pay the Part B premium on behalf of beneficiaries eligible 
for both programs. 

Medicaid is financed jointly with State and Federal funds. Federal contributions vary 
with the States' per capita ineome levels and currently range from 50 percent to'78 
percent of program expenditures. The distribution of Medicaid expenditures across services 
is very different from that for Medicare: just 31 percent fir inpatient hospital care; 
H percent for physician, clinic, and outpatient department services; 42 percent for 
nursing home care; less than 1.5 percent for home health care; and almost 6 percent for 
prescription drugs. Medicaid payments account for 14 percent of the health expenditures 

of the elderly. • 

An estimated 23 million persons will receive Medicaid benefits in fiscal year 1982 at a 
Federal and State cost of more than S32 billion (the Federal share will be S17.8 billion). 
Medicaid expenditures have risen rapidly over the past 7 years at an average annual 
rate of almost 15 percent (1975-1982). Elderly beneficiaries, who represent only 15 percent 
of Medicaid recipients, account for over 37 percent of Medicaid spending. 

Private Coverage and Out-of-Pocket Payments 

Private insurance covers just 7 percent of health care expenses of the elderly, 
proportionately less than half of what it covered 16 years ago. More than half (about 
« percent) ot the elderly purchase private insurance to supplement Medicare coverage. 
In 1977, approximately 12.2 million elderly Medicare beneficiaries purchased an average 
of 1 7 health insurance policies each, paying premiums that averaged S3 18 per year per 
beneficiary. For that year, the elderly spent a total of S3.8 billion on coverage supplemental 
to Medicare. 

The private health insurance coverage the elderly have purchased to supplement Medicare 
has frequently been duplicative, expensive, and has not provided adequate protection 
against extraordinary expenses. Congress recently amended the Medicare statute to encourage 
States to adopt minimum standards for private health insurance policies specifically 
designed to supplement or fill in Medicare coverage (these are sometimes called "Medigap" 
policies). The standards for coverage, marketing, and premium-payout ratios for such 
policies are based upon those developed by the National Association of Insurance 
Commissioners. The law also provides for a voluntary Federal certification program to be 
implemented in States that fail to adopt adequate standards; the program is to begin on 
July 1, 1982. At the present time it is expected that the voluntary certification program 
will" not applv in 45 States and jurisdictions because their Medigap programs meet 
Federal standards. Thus the Federal voluntary certification program will operate in only 
10 States and jurisdictions. 

The Medigap statute also provides new protections for Medicare beneficiaries by 
establishing Federal criminal penalties for certain fraudulent and abusive practices in 
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the marketing and idle of supplemental insurance policies. In addition, the Department pf 
Health and Human Services and each of the States will continue their information and 
education efforts to teach Medicare beneficiaries about private supplemental health 
insurance. 

Despite the availability of Medicare, Medicaid, and private insurance, the elderly still 
pa> about 29 percent of their health care expenses directly out of pocket.^ This is, 
however, a substantial reduction from the mid-1960s, when, as described in the next 
section, the elderly paid for more than half of their health care in this way. 



IMPROVEMENTS IN 

ACCESS AND HLALTH STATUS 

The Medicare and Medicaid programs have had a significant impact on the availability 
and affordability of health care services for the elderly. Before 1965, substantial segments 
of the population faced serious financial barriers to obtaining medical care. Only 50 
percent of the elderly had any form of health insurance.' ' Under Medicare, almost all of 
the elderly arc covered for hospital and physician services. In addition, Medicaid provides 
insurance coverage to over 20 million of the Nation's low-income population, including 
3.4 million of the poorest elderly citizens. As Table 3 indicates, public health care programs 
.finance almost two-thirds of the costs of medical care incurred by the elderly. This is in 
sharp contrast to 1965, when public programs financed only 30 percent of the elderly's 
health care expenses. 



T\HLI 3. Personal health expenditures or the elderly population 
(age 65 and over) 



Year 



VgereCjte amount 
(in billions) 

SJ7 1 



Per capita 
amo unt 

$ 472 

% 854 

S 1.624 

$2,640 



Percent public 
programs 

30 

61 

6S 

64 



•Prelimmarv 1980 data Provided bv the Health Care Source. Charles R, hsher. "Differences by Age Oroups 
Financing Administration in Health Care Spending,'* Health Care 

Financin g j^ue\\. Vol. 1, No. 4, Spring 1980, 

Access to Medical* C^re v , 

Public health care financing programs have led to marked improvement in the availability 
and accessibility of quality medical care. 12 Since 1964, access to and utilization of 
medical care services have increased most significantly among the low-income elderly 
population.^ Tor example, hospitalization rates among the elderly have risen dramatically. 
The average number of days of hospitalization per year for persons over age 65 increased 
more than 20 percent between 1965 and 1975. This increase in hospitalization was also 
significantly higher for the poor elderly (47 percent) than for the nonpoor elderly (18 
percent). 
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Also, there is greater equit> in access to ambulatory medical care. In 1964, only 72 
percent* of the lovv-mcome elderly, in contrast with 82 percent of the higher-income 
elderly, had visited a physician within the prior 2 years. By 1979, parity was achieved 
with 86 percent of both groups having visited a physician. Similarly, the differential in 
annual rates oi physician visits for low-income and higher-income elderly persons has been 
almost eliminated. 

These notable achievements in facilitating access to medical care and promoting equity 
are dramatically reflected in the fivefold rise in per capita expenditures for health care 
services to the elderly, increasing from S472 per elderly person in 1965 to $2,640 in 1980. 
As utilization, medical care costs, and per capita spending escalate, there is growing 
debate about the value of these increases. 

Certainly, medical care is important when one is ill and valuable even if it only alleviates 
pain. However, medical treatment does not always provide a cure. Table 4 illustrates 
the limits of medical intervention. Almost 21 percent of Medicare dollars in 1976 were 
spent lor less than 8 percent of the elderly during their last year of life. In some instances, 
medical care can only provide temporary relief from suffering and does not offer a cure or 
prolong life, despite vast expenditures for the moM sophisticated therapies. 



TWiLl 4. Distribution of Medicare expenditures for 
persons ^vho died in 1976 

Percent of total 



\gC iTJTOttp 


Percent of Medicare 
recipients who died 
in 1976 


Medicare dollars for 
each age group spent 
for recipients who died 


Ml ages f>5 ind over 


7.9 


20.7 




4.0 


15,3 




5.8 


18.5 




K u 


20.3 
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11 8 


24.9 


H5 and over 


19.8 


32.1 
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* Health Care 1 inattcinp Review. Vol 1, 



V» 4. Sprint! 198H, 



Improvements in Heallli Status 

The precise relationship between the use of medical care services-sophisticated technology, 
drugs, radiologic treatments-and health status is very complex and somewhat uncertain. 
A varietv of factors influence health status-not only timely and appropriate use of the 
medical "care system, but also greater acceptance of individual responsibility for lifestyle 
behaviors affecting health status. Recently, we have begun to recognize the critical role 
that lifestyle plays in promoting health and preventing disease. (For a more extensive 
discussion of the role of prevention see the last section of this chapter.) 
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The Challenge for the '80s 

The demographic shift toward an older and relatively healthier population requires a 
revaluation of health care delivery requirements. We must carefully target health and 
social welfare resources to meet the varied needs of an aging population. The realization 
of improved health status, as signaled by longer life expectancy for adults, has significant 
implications for the health care financing and delivery systems. Improvements in science's 
ability to identify health problems and develop solutions, whether therapeutic or behavioral, 
present a hallenge for the Nation to apply medical care resources efficiently and to 
promote healthful lifestyles more effectively. 

The Rapid Rise of Health Care Costs and the Reasons Behind It 

The advent of the 1980s has witnessed no relief from the inflation in health care 
expenditures that has troubled health policy makers since the late 1960s. Although the 
health system has made many gains, inflation continues to be a serious problem and is 
now threatening to force major reductions that could reverse some of those gains. As 
discussed later, it is ironic that many of the successes of our health system are also 
contributors to the inflation problem. 

The terms cost and inflation carry special meanings in the health system. In the broadest 
sense, cost refers to amounts that are spent, either by public or private health insurers or 
individuals out of pocket, for a health care "market basket" whose contents change over 
time. Thus inflation refers not only to increases in prices for a constant set of services, but 
also to increases in the complexity of services and the frequency with which they are used 
by consumers. In part, because use and complexity have increased as well as prices, inflation 
in health care costs has substantially exceeded that of most other sectors of the economy 
for decades. 



TANLl 5, National health expenditures and share of 
Cross National Product for selected years, 
J965 tol990 
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Souaes. Mark S. I rccland and Carol tllen Sdiendler, 
"National Health Expenditures: Short-Term 
Outlook and Long-Term Projections," 
Heajth Care Financing keview, Vol, 2, No, 3 
(Winter 1981), Table 4, p. 105; and National 
Indicators System. Report No. 1: Econom ics 
of Health Care. National Center for Health 
Statistics, October 1981. 



* Includes I edcral. State, and hxal £t>vamneM expenditures. 
+ Projected A 



76 



o 

ERIC 



I he trend in national health expenditures, and tuture projections if effective remedial 
measures are not undertaken, is trnl) alarming. As illustrated in Table 5, national health 
expenditures were $42.0 billion in 1965, had reached S212.2 billion by 1979, and are 
projected to increase to S82I.0 billion b> 1990. 14 The share of Gross National Product 
devoted to health care was 6.2 percent in 1965 and had exceeded 9 percent by 1979 - 
Protections indicate that this share will increase continuous throughout the 1980s. 1 - 

I able 6 presents distributions of the major components of health service expenditures and 
their trends since 1965. Hospital services have consistently consumed the largest share of 
the health care dollar, and this share has been growing in recent years — from 30 percent 
ot the total in 1950 to 40 percent in 1980, Much smaller in size, but growing even faster, are 
expenditures toi nursing home care (a service primarily used by the elderly) from 2 percent 
ot the total in 1950 to 8 percent in 1980, 16 



T MU 1 t* National health expenditures by type ot expenditure, 
1950-I980,iu percent 
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National health care expenditures are affected b> a number of different trends and forces. 
The health care system is first affected by general inflation in the economy. The 
Congressional Budget Office, for example, reported that when hospital costs rose by an 
annual average of 15-0 percent from 1968 to 1978, roughly half of that increase, or 7.7 
percent, was due to increases in the prices of the goods and services that hpspitals buy. 1 
The Department of Health and Human Serxices estimates that about 55 percent of the 
increase in per capita hospital expenditures between 1970 and 1980 was due to general 
m Kation and .that just over half of the rate of increase in total health care costs is due to the 
rate of increase in the Consumer Price Index. There remains, however, the question of the rest 
of the increase and why health care expenditures should be inflating nearly twice as 
fast as the rest of the economy. 

Part of the answer is that the population is growing by about 0.9 percent per year. 
fc\en more important, the average age of the population is rising, Because health care 
costs are much higher for older people, on the order of two and one-half times as high 
for adults o\er age 65 than for those under age 65, this trend affects total expenditures. 
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One economist climated, however, 5h»u onU about 7 percent ot the increase in per 
capita spending on health care between 1965 and 1^8 could be attributed to aging 
alone 18 While a growing and aging population is important, it does not account lor a 
great deal of the increase 

One important ! actor is that health care services are not the same toda\ as thc\ weie 
20 or even 10 vears ago Some ser\ices didn't exist until relativelv recent scientitic 
breakthroughs made them possible. Total hip replacements were introduced in the Kim 
decade, cardiac pacemakers are now used by mote than 250.000 people, complex open 
heart surgerv requiring highly sophisticated equipment has become increasingly common 
Over 70.000 people with kidne> disease are able to receive dialysis services. Even 
routine hospital ser\ices ha\e changed, there were 3.34 hospital employees pei patient 
da\ in 1980 compared to onlv 2.65 m 1970 and 2,24 in 1965. I g And an increasing 
percentage ot hospital beds are equipped tor intensi\e care 

Between 19^0 and 1980, expenditures on hospital care per person increased three and a 
halt times, and about 30 percent of that rise has been attributed to increases in service 
niteiisitv - u I ew would argue that these advances ha\e not yielded benetits, tor lives have 
been saved and the quality ol life has been improved tor main people. But the\ 
have added new products and sen ices to the system and ha\e increased the cost and nature 
ot existing services 

There are a growing number ol doctors m the country, the result ot decisions in 
the l%0\ to expand medical schools The number of phvsiaaiis per 100.000 population 
was 140 in 1^60. grew to P4 by 1975, and lias been projected to reach over 240 b> 1^0. 
A greater number ol plnsicians in accompanied by higher expenditures. 

Some economists claim that, unlike other markets where lower prices follow an ma ease 
in supply, when the supply of doctors, or at least of certain specialists, is greater, average 
tees are higher. Other economists find the evidence inconclusive. The dummies behind all 
ol this are not clearly understood and are actively debated Nevertheless, as long as out 
ciurent payment system remains unchanged, there is certainly little evidence to suggest 
that having more doctors will lower costs. 

Finally, an important factor contributing to the me m costs is the growth of third partv 
hriancing for health care services with its two primary payment mechanisms — 
tee toi service for doctors and retrospective cost reimbursement for hospitals. Each ot these 
elements has had an important cited on how cosis are perceived m the course of medual 
decisionmaking. 

Third party payers are organizations or programs that pay medical bills (patients and 
doctors are the first and second parties). The payers are commonly insurance companies or sci 
vue plans such as Blue Cross or Blue Shield, but are also government programs such as 
Medicare or Medicaid, and can be employers who pay directly for services rendered to 
their employees. Recall the example described earlier, while the average cost of a hospital 
day rose from S15 to S245 between 1950 and 1980, the amount that the patient paid 
increased very little. After adjusting for inflation, the cost rose from S22 to $99 per 
day (in 1967 constant dollars), but the inflation adjusted patient share rose only from 

to S9 per day. 

In part, this was deliberate. The Medicare and Medicaid programs and preferential 
tax treatment for employee health benefits were promoted largely to protect more patients 
from more vosts. The figures above show that the strategy worked. But in protecting patients, 
third party financing also conceals costs, li allows decisions to be made as if cost were 
no object, as if a hospital day really cost only 29 percent more in 1980 than in 1950 
instead of over 450 percent more. 

The first of the third party payment mechanisms, retrospective cost reimbursement for 
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2ft pcucni between I*>H0 and !W/ The rale ol increase among those K5 and over, Jiowever, 
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a ! K ja- , in ivw, rherc wii! K I 4 million more ur> old people than there are today 

i„ , ,c ritcdiiii? loHK-fttiii tare tend in have lower income** In 1977, 41 percent of all the 
it.'wti T.Ti.T»f»iii<i/ctl lunaiunalh disabled had incomes less than $6,000; 46 percent ol the 
: ..f.^i r»rmiun>iliA-J lurutidiialb doubled age 65 and older had incomes less than 56,000. 
M. ..Mtiran on, I* pefvcni ol all individuals and 39 percent of all elderly were this 
j. . ,r I'o.pfe *hu have insuttKicfit financial resources io purchase adequate services, and 
f j« • v unnh and ! fiends are unable ?t* help, lind it difficult to maintain an independent 
taw: m The vonmmni'v \lthou*?h nu»4 ol the disabled live with others who can help 
ff • m ,un»e 2o p?<.«-fii Ine alone and therefore must make arrangements to secure services, 
/.r»uh mav i»rdv be available in mshtutional settings 

Ihr Program^ 

1 .m/.fam ^are need, are hnaricvd b> a varieiv ol I ederoh State, local, and private 
pr.yr.tui ,<nd expenditure. Ihe principal ledeia) programs that provide resources for long 
'am . fp n»'CJ ar c Meduaid, Medicare the Snual Services Block Grant, Supplemental 
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Security Income, Tak 111 of the Older Americans Act, Veterans Administration programs 
tor disabled veterans and their families, and HUD housing construction and assistance 
programs. Table 7 summarizes Federal spending in fiscal >car 1978 in the major programs 
that support individuals who need long-term care. 

According to Table 7, the bulk of Federal dollars in these programs were spent on 
basic income support and acute care health needs (hospitals and physicians). Of the dollars 
spent specifically on long term care services, the lion's share is spent in Medicaid on 
nursing home care. In 1978, Medicaid alone financed approximately 50 percent of the 
total national nursing home bill. Private financing accounted for 42 percent of the 
remainder. Medicare pays a relatively small amount of the Nation's nursing home bill, 
pnmanl) for posthospital recuperative care. Both Medicare and Medicaid fund a rclati\el> 
small number of home health care and in-home services. The social services block grant 
and Title III of the Older Amcrican^Act give States flexibility to spend appropriated 
funds on a wide variety of support services ranging from chore services to day care to 
respite care to "meals on wheels" and nutritional services. 

The relative amounts available for these services are small, howevtf. Most recently, 
Section 2176 of the Omnibus Reconciliation Act of 1981 gives States the flexibility to 
applv for waivers to fund a wide variety of home and community care services under 
Medicaid, States can supplement Federal Supplemental Security Income payments to provide 
medical care to individuals. Several but not all States do so. The Veterans Administration 
provides a wide variety of benefits to yetcrans and their families ranging from home and 
attendant care allowances to nursing home services. 

In addition to these major pragrams, there are a variety of State, local, county, and 
private activities in long-term care. The relative share of total long-term care expenditures 
financed by each is difficult to estimate, and cost figures are available only for nursing 
home care. However, it is estimated that 60-80 percent of all long-term care needs, other 
than nursing home care, are met informally by family and friends, 

Federal reimbursement for State vendor payments to skilled nursing homes began 
under Kerr Mills in 1960, continued under Medicaid whigh superseded Kerr-Mills in 1965 
and was then expanded to Intcimediate Care Facilities in 1972. On the other hand, 
Medicare (also enacted in 1965) has ncyx expanded nursing home coverage beyond skilled 
nursing facilities. The nursing home and home health benefits in that program have 
remained primarily posthospital aaftc care benefits. 

Expenditures under the Social Services provisions of the Social Security Act (Title IV (a)) 
were authorized in 1962 but grew slowly until the late 1960s and early 70s when their 
rapid growth forced Congress to cap thejn at a level of approximately $2.5 billion a year. 
Title IV (a) became Title II in 1975 and the long-term care share of the program has run 
around $660 to $700 million in recent years. In 1981, it was converted to the Social Services 
Block Grant, The Older Americans Act, passed in 1965, gave State ^nd area agencies broad 
discretion in making expenditures. Like the Social Services Block Grant, only a relatively 
small proportion is spent on the long-term care needs of elderly citizens. 



THE PROBLEMS 

Fragmentation of the Long-Term Care Delivery System 

Long-term care requires a wide range of services by the family, community, private 
organizations, and government. The service delivery system is highly diversified in both 
sources of financing and delivery of services. Diversity at the local level can be beneficial, 
for it permits local communities to tailor the services to their particular needs. However, 
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diversity at the I ederal and State levels mas lead to unnecessary duplication, administrative 
burden, and expense. The Department of Health and Human Services alone has 27 
programs th#t provide resources for people with long-term needs. This multiplicity of 
Federal programs and agencies is mirrored at the State and local level. These various 
government piograms have different eligibility requirements, benefit coverage regulations, 
administrative structures, and methods of providing services. 

I he result in a complicated and confusing system in which individuals and their families 
may experience difficult) in locating and using the most appropriate services. Moreover, 
v incentives are created for a doctor or social worker to institutionalize a person rather than 
try to piece together the complex array of services from different programs necessary to 
permit someone to remain in the community. The 1981 White House Conference delegates 
clearly favored greater efforts to decrease institutionalization. % 

Insufficient Alternative Settings and the Mismatch Between Needs and Available Services 

I vidence trom some national surveys suggests that there is a substantial group of people 
with a wide spectrum of functional limitations who receive appropriate care in a variety of 
settings. Rather extensive evidence, however, also indicates that some people are getting 
services in settings that foster dependency when they might be able to receive them in 
less restrictive settings, were there not financial and systematic barriers. Estimates of 
inappropriate placement based on various criteria range between 10 percent and 40 
perceru:34 For example, a significant proportion of nursing home clients are functionally 
dependent in relatively few areas and do not require the full range of services available on 
a 24-hour basis in nuT&Ing homes. Some could be cared Tor ouTstde of nUrsing homes 
if there were more services available in a greater variety of settings. Services provided within 
nursing homes could be better matched to patient needs if reimbursement systems under 
Medicare and Medicaid were appropriately reformed. 

The choice is not simply between institutional care and in-home services provided in 
widely scattered living sites. While providing some services in alternative settings may be 
more costly than the same services provided in nursing homes, it is likely that some 
services can be provided cost-effectively to people living in other group settings: apartment 
complexes for the elderly, congregate housing, and the like. Further, some services may be 
provided in collective settings on an intermittent basi6 to people who usually live in 
independent households (e.g., respite care, adult day care). 

Inadequate Support for Informal Support Mechanisms and Community Care 

Most long-term care services are provided by families and friends. Research increasingly 
points to the important role informal support networks play in preventing premature 
institutionalization or reliance on costly formal service systems. Also, recent studies 
suggest that the success of formal home-based services depends on the availability and 
* willingness of friends and family to providc'additional services. 

• Current Federal policies do not explicitly acknowledge the contribution of the informal 
support system and often work against it. Assets and income policies in Medicaid and SSI 
do not reflect a consistent vie\v of the role that spouse and family can and should play, 
In part, the reluctance to expand Federal support of community based services is due 
to a fear that such formal programs will substitute for informal programs and hence 
add immeasurably to the public burden. However, far too little attention has been given 
to the current incentives for substituting formal institutional care for informal care. . 
Public programs will pay for all living arid personal care services in a nursing home, but 
there is little public subsidy of services in private homes that might enhance the ability 
of family and friends to meet the bulk of care needs. 
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Medicaid eiiiouidges institutional care for several reasons. First, untii the recent 
enactment ot home and community tare waivers, Medicaid permitted States to allow 
individuals with higher incomes to become eligible in the institutional setting but not at 
home. Second, States often fail to cover optional in-home services in their programs while 
nursing homes are covered in all States. Third, the high cost of nursing home care exhausts 
individual asset* moie rapidly and makes individuals eligible for Medicaid coverage sooner 
under the provisions of State medicall> needy programs. Fourth, Medicaid will pay for 
basic living expenses such as room and board only in nursing homes, giving low-income 
individuals financial incentives to be in nursing homes where these costs are covered. 

The Costs of Long-Term Care 

The costs of long-term care services have been increasing. more rapidly than health care 
costs in general. For example, the costs for nursing home care are estimated at $17.8 
billion in 1979, an increase of 76.2 percent over 1976 compared to a general medical inflation 
rate of 42/2 percent over the same period. Costs for personal care services and related 
long-term care services are also increasing rapidly. 

Rapid inflation in the long-term care sector creates several specific problems, the most 
obvious of which is that rapidly increasing costs increase the rates at which individuals 
exhaust private resources. This hastens the day they must seek public assistance. 

Because of rapidly escalating costs it is difficult for people to plan for a secure retirement 
given the possibility of large potential costs for nursing home care or for personal care 
services. Available data indicate that although nursing home care costs per resident were 
approximately $8,000 in 1975, average per capita income for those over 65 was only 
$5,349. While the majority of nursing home patients initially use private funds, a substantial 
proportion convert to public sources of payment after exhausting personal resources. 
Private resources are, on average, depleted within the first year of entering a nursing home. 

The long-term care component of Medicaid spending is a particularly important policy 
consideration. In 1980, across all the States some 9 percent of beneficiaries using long- 
term care accounted for a full 47 percent of total Medicaid expenditures. 

The Agenda For The '80s 

In order to deal with the above problems, a cooperative effort between the Federal 
Departments, the Congress, all levels of government, and the private sector is necessary. 
A wide variety of private sector activities are already underway. These include the 
development of continuing care communities, reverse annuity mortgages, private long term 
care insurance, and increased employer provision of disability benefits. There are also 
proposals for the construction of alternative housing, increased community use of volunteers, 
and the expansion of hospitals and nursing homes outward along the care continuum into 
community-based services. 

Government can act through a \ariety of tax incentives, loan guarantees, and other 
mechanisms to support private activities that will ensure adequate alternatives to 
institutional placement and increase the range of choices 5 available to individuals. A variety 
of mechanisms, including tax credits for the care of dependent family members, vouchers, 
and v direct payments to family members deserve exploration. If private sector provision 
and individual savings for long-term care needs are maximized, the residual public sector 
burden can be minimized and scarce public resources can be concentrated on those who 
are poor or who have no family left to hejp provide care. 

Public policy needs first to identify and then target limited resources to those who, 
without additional help, would enter institutions laigely at public expense. In addition, 
' emphasis needs to be placed on biomedical research and preventive approaches that 
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can h«;lp amehoiate the proiec\ion> ol future long-term care needs. It has been estimated, 
tor example, that a cure tor senile dementia could reduce the future need for nursing home 
beds b> a* much a* 50 percent- 35 However, increased emphasis on upgrading physicians 1 
knowledge ol geriatrics and increasing the access of the elderly to skilled professionals 
trained in gerontology tan help reduce rates of decline among the elderly and raise the 
average age ol institutionalization, Finally, the delivery system for long-term care services 
needs to be rationalized so it can operate in a manner that ensures maximum continuity 
ot care and maximum efticiency in the provision of sen ices, and encourages providers, 
consumers, and go\ eminent to play their appropriate roles. 



PREVENTIVE MEDICINE AND 
HEALTH PROMOTION 

Investments in disease prevention and health promotion arc among the most effective 
and efficient that could be made to improve the Nation's health. Indeed, the concept has 
been a cornerstone of classic public health activities, and the success of these traditional 
forms ol public health has been dramatic. 

At the turn ol the century, diseases such as tuberculosis, rheumatic fever, smallpox, 
diphtheria, and tetanus were among the primary causes of death. Eight decades later, 
none of these infectious diseases is any longer a major cause of death and disability in the 
United States. 36 Examples of public health efforts that were instrumental in virtually 
eliminating infectious diseases as the major source of death and disability in this Nation 
include pasteurisation of milk to interrupt the spread of tuberculosis, infrastructure 
development, including public water and sewer facilities; and more recently, fluoridation 
ol many public water supplies and immunization against preventable diseases. 

As a result ot the success of interventions to halt infectious diseases, the health pioblcm 
currently faced by the Nation is chronic disease. 

Arteriosclerosis . . . arthritis, adult-onset diabetes, chronic obstructive pulmonary 
disease (including emphysema), cancer, and cirrhosis represent the overwhelming majority 
of our health problems. They are widespread conditions that originate in early life and 
de\elop insidiously, the probability of their occurrence increases with age . . . Generally, 
they develop slowiy and asymptomatically below a clinical threshold, at which (point] 
the process becomes clinically evident, progresses, and often culminates in death or 
disability. 37 

As much as 80 percent of deaths currently are the result of chronic illness and disease; the 
eftect on disability may be even more substantial. 38 Public health practices that have 
worked for control of infectious disease toe often may be inappropriate for or irrelevant 
ro the problem of chronic disease. 

In analyzing current disease prevention and hfealth promotion alternates it is useful to 
separate alternatives within the so-called medical model from those that are essentially 
within the individual's control, having to do with lifestyle. 

Disease Prevention 

Prevention activities arc a long-term investment. One way to value disease prevention and 
health promotion is the willingness of people to pay for it. When an individual chooses 
to make an investment in his own health future, and pays the costs himself, the decision 
regarding cost-effectiveness is the purchaser's alone. When others are asked to pay, they 
are entitled to ask whether the benefits to them outweigh the costs. One reason why so few 




third pam insure!** pay foi preventive services is that many of the benefits — primarily cost 
saving* — that may eventually accrue are long-term, while the costs are immediate or 
short-run. Because there are likely to be changes in the beneficiary's employment, carrier, 
or coverage over time, the results of today *s prevention expenditure do not often benefit 
todayS private third party payer. 

The Surgeon General defines disease prevention as beginning with a threat to health. ^ 
It seeks to protect as many people as possible from the harmful consequences of that 
threat. Disease prevention, then, consists of a minimum set of activities within the medical 
model, differentiated primarily by age and sex, whose efficacy is generally accepted within 
the medical profession. 4 ^ 

That there is substantial popular interest in and desire for medically oriented prevention 
is demonstrated by the 1975 National Ambulatory Care Survey. The survey found that 
the most frequent reason for patient visits to internists — accounting for 3.5 million visits 
that year — was for well-patient physical exams. However, there may be a substantial 
gap between that popular interest and fhe demonstrated efficacy of certain medical 
prevention-oriented screening services, especially for the elderly. For example: 

An in depth review of the medical evidence for seeking 78 different medical conditions 
during a periodic health examination . . . concluded the evidence was so poor for 
36 a « of the conditions that decisions could not be made scientifically. For only 21 of 
conditions (fliostly infe ctious diseases) was the treatment or prevention supported by 
evidence from well-conducted, randomized, controlled trials. 4 * 

Another example examined not only efficacy but also cost -effectiveness. In the now classic 
kaiser Permanente study — one of few methodologically excellent cost benefit examinations 
of prevention — only for men aged 45 54 did the preventive Multiphasic Health Checkup 
show a net cost savings. 4 ^ The study showed no savings for women or other age groups 
of men. 

C learlv, childhood and many adult immunizations have a significant positive benefit 
to-cost ratio. Death from influenza is 10 times more likely for tho§c over 75 than for the 
population aged 55 to 64. Those suffering from various chronic illnesses and diseases arc at 
an even higher risk from influenza. Similarly, the death rate from pneumococcal pneumonia 
is 10 times higher for those over 75 than for the general population; it is more than twice 
as high for those aged 65 to 74. The medical efficacy of vaccinations for these diseases is 
established, continuing research can be expected to improve their cost -effectiveness. 

Recent work by the Congressional Office of Technology Assessment indicates positive 
benefit cost ratios for Pap smears. Mammography and other forms of breast examination 
aie medically efficacious for women in in. J to late life. Carefully targeted hypertension 
screening and control also seem to be cost-effective, as is fluoridation. 4 "' 

Scientifically acceptable documentation of the efficacy, let alone cost-effectiveness, for 
many other medical prevention interventions, however, is- still not available. Rather, 
evidence is accumulating that actions outside of the medical model of prevention but 
within the individual's control may determine whether or when various chronic diseases occur. 

. . . Chronic diseases are approached most effectively with a strategy of 'postponement' 
rather than cure. If the rate of progression [of chronic diseases] is . . . sufficiently 
postponed, the symptomatic threshold may not be crossed during a lifetime, and the 
disease is 'prevented'. 

Some chronic illnesses definitely can be postponed, elimination of cigarette smoking 
greatly delays the date of onset of emphysema and reduces the probability of lung 
cancer ... In other illnesses, circumstantial evidence of similar effects of postponement 
is strong but proof is difficult, that arteriosclerosis is retarded by weight reduction or 
exercise is suggested by associative data but has not yet been proved. 44 
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Health Promotion 

The Surgeon General's Report define* health promotion as beginning with persons who are 
basicallv health* and seeking to develop measures that can help them initiate and support 
behaviors that maintain and enhance their well-being. 45 The goal of health promotion, 
then, is to induce individuals (and society) to do what is in their own illness-preventing 
best interest. 

The locus here is lifestyle modification. Study has indicated that making appropriate 
changes in personal behavior or lifestyle with regard to drinking and smoking, diet, sleep 
and exercise, wearing automobile seat belts, and observing speed laws can extend life 
by as much as 1 1 years over those who practice undesirable behaviors in these areas. 46 

As with pieventioii, so too in too many promotion areas, our knowledge of what works, 
tor whom, and why, is woefully inadequate. This is particularly true with regard to how 
to inu. * appropriate individual behavior, such as smoking cessation. However, there is 
substantial suggestive evidence that people, on average, will act to change their behavior 
as the evidence of ill effects becomes increasingly better known. Some examples: 

• Between 1964 and 1975, there was a 26 percent reduction in the number of males who 
smoke, and an 8 percent reduction among women; the result has been a 22 percent 
reduction in per capita consumption of tobacco. 

• lor the period 1963-1975, per capita consumption of fluid milk and cream fell 20 
percent, butter 32 percent, and eggs 13 percent. The percentage of the population 
with high cholesterol was also significantly reduced: for males aged 45-54 down 6 
percent, aged 55-64 down 14 percent; for females aged 45-54 down 13 percent, aged 
55-64 down 29 percent, 

• Untreated hypertensives in the Nation fell 10 percent over the 1962-1974 period. 
These factors have all been components in the decline in U.S. deaths due to heart disease, 
which fell by 22 percent between 1968 and 1977. On the other hand, some 80 percent of 
Americans do not use seat belts despite their simplicity , constant availability, and proven 
effectiveness in reducing morbidity and mortality. 47 ' 

These observations collectively indicate three things. First, individuals have a broad 
interest in maintaining health. Second, and closely related, at least some forms of disease 
prevention and health promotion efforts apparently have the power to change behavior, 
Third, they indicate that additional research needs to be done, not only to determine what 
disease prevention and health promotion activities work and are cost-effective, but also 
how to bring that knowledge in an effective way to the public as well as providers of 
health care. 

The Surgeon General's Report quotes a 1976 analysis of the 10 leading causes of death 
that indicated that at least 50 percent of mortality was likely due to unhealthy behavior or 
lifestyle. Twenty percent was due to environmental factors, 20 percent to human biological 
factors such as genetics, and only 10 percent was due to inadequacies in medical care. 8 
Even when taken only as indicating orders of magnitude, these figures suggest that major 
future improvements in the health status of the population are most likely to be made 
through prevention of disease and promotion of good health, not through acute care and 
treatment. 




What Is Possible For The Elderly ? 

As the prior example? and dicussion indicate, health promotion's usual messages need to 
be understood, accepted, and acted upon as early as possible during an individual's life. On 
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average, most chronic diseases tan only be successfully avoided or, at least, maximal!) 
delayed if preventive practices and litest) le modifications are followed over the long term. 
Nevertheless, while good data on health consequences are lacking, such behavioral 
changes as smoking cessation, proper exercise and nutrition, weight control, proper * est, 
and use of seat belts can still prove useful to health whenever they are adopted. 

Beyond these activities, however, several other measures seem particularly useful with 
regard to quality of life for the elderly. An increasing literature, derived from the realms 
of both health and social services, suggests the need and desirability of suppoit against 
social isolation and loneliness. Prevention includes mechanisms as diverse as the extended 
family and the availabilit) of appropriate recreational and congregate meeting facilities 
for the elderly, 49 the latter within the provenance of voluntary or service organizations, 
local governmental bodies, and even home health or nursing facilities that serve the aged. 

Because the elderly receive frequent medications to meet their chronic and acute 
medical needs, providers should know what other drugs are being used, should consider 
the adverse effects of drug drug interactions, and should examine the necessity tor each 
additional prescription being contemplated and the desirability of making the patient a 
more involved and understanding drug consumer. 

Finally, the goal of improving quality of life particularly increases the importance of 
those health care detection and screening efforts designed to uncover 

. . . still minor disabilities which, if left undr osed and untreated, can lead to 
severe h andicap. StiJi conditions whk.h ,irr \rry miu h...,i nimui»h hMn em4rrtnrrTtCT " 
and treatment include glaucoma, hypertension, some types of anemia, depression, 
hearing disorders, diabetes, some cancers, and over-medication.^ 



RECOMMENDATIONS 

In light of these analay ses, we make the following recommendations on acute medical care 
financing and organization, long term care, and preventive medicine and health promotion. 

Financing and Organization for Acute Medical Care 

• A continued examination of health care and social serv ice delivery systems is desirable to 
produce a better organized and integrated approach to meeting the needs of the elderly 
more efficiently. 

• Traditional hi alt li and mental health agencies should be encouraged to collocate their 
services withii a senior center, thereby maximizing the access of that sei vice to older persons 
and fulfilling t le mandate to reach older persons. Also, senior citizens are thereby enabled 
to share as volunteers in planning, promoting and carrying out such health programs and 
goals as health check ups, maintenance of wellness, and helping other senior citizens with 
Meals on Wheels, fellowship, and friendship. 

• The Department of Health and Human Services should investigate methods of modifying 
provider reimbursement under Medicare in order to alleviate inflationary pressures on the 
Medicare trust funds. The Department should determine the effects of departing from 
retrospective cost based reimbursement and should identify substitute methods that may 
produce incentives for gi eater efficiency. 

• Public programs should be reformed to give beneficiaries and providers incentives to use 
lower cost settings where feasible and consistent with preserving the quality of care. 
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• IheelJeili should be jvnimtcJ toimethcu Medwatc benehisio enroll m pnvate health 
plans meeting coram minimum standards tot cOUMageand tut.HKMl Mabthiv through ^wh 
.1 wnnhci >vsicm, benchcuues would betiee to buv coverage tailored to then individual 
iK\\UaaJ uiKiictii (tout (hen wiihugucss to enroll in cUntem pUuis Bein-hcUties wishing to 
remain in Medicare should he tree to do no 

• lo facilitate the tt^ctopmcn* ot a \olumarv voucho program, the Medicare and \ledua>d 
ptoctan:* should undertake luuhei experimentation with innovative service deliver and 

t mam ing arrangements miJs as rhe ongoing demonstration involving prepavmcnl io HMOs 

\ on^-lcrm I arc 

• Mates ate encomaecd to use then existing authontv to provide a broader spectuim ot 
long U'un caie seivues 

• \ lull tanccot setting and seivues should exist no thai individuals have mavmum ehone in 
hvmtr arrangements and sei vices 

• t united public icnouucn should, to the extent UmmMc. be targeted on those UunnouaUv 
disabled individuals who, without aid. would eiitei expensive nursing homes I hose most at 
i ^k unhide 1 1 ail elderlv individuals who have no immediate tatmlv and aie aNo pooi 

• I he deliver v svsiem Ioi long teuu caie seivues should be lattonah/ed 10 ensure eonmuutv 
ot caie and cinoiu age cttnicmv in thedehveiv ot >ei vices 

Preventive Medicine and Health Promotion 

• I mphaMN should be placed on developing and disseminating educational materials !or the 
eldeih. as a componem ot health promotion ettous bv I edeiah Stale and local governments, 
as vvvll as pi iv ale entities 

• I he health pohev ot the Nation should be to 

a Improve |jle health ot all Americans espeeiallv theoldeilv 
b Contain health caie cost , and 

c I osiis attention on health pioinotion and disease prevention 

• \dduional ionsideiation needs to be given to the benetus the eldeih can derive Mom 
behavioral and hlcsivle niodilieatiotis within individual control lntonnalion regarding 
appropriate patterns and piobable benelits need to be made a part ot health education 
lot the elderlv and tor those who serve them 

• Restructure the health eaie deliver v svsiem so that preventive medicine and wcUucss are 
piuuarv obieetives and take immediate action to place temporarx limits on tire rare ot 
increase in hospital costs 

• I mphasis should be given ro a cornpteheusi\e review of picvention oriented screening 
procedures tor the elderlv to deter mine their medical el fnacv In addition, attention should 
be given to iheeosi ellecti%eness ol stnh procedures Results of that review need to be 
vvideh disseminated to the elderlv and ro health professionals, to better target prevention 

iettoris and to provide the basis tor cousrderrng what services are cost effective from the 
viewpoint ot the individual, the health service dehverv sv stem, and thud partv pavers 
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expansion of government programs over thejpast 20 years, problems developed as well. 

• Hundreds of individual categorical pogroms were developed, each with a different laudible 
coal and each with its own rules, deadlines, and priorities. Because of the contusion, local 
admimstrators and State governor* alike have called for simplifying the rules and collapsing 
the categories- 

. Because of the rigidity of national categorical programs, their size and compI«it>v and Mtheir 
faHure to target resources to those who really need them, waste and inefficiency are chrome 
problems: ineligible people arc served, serv ices are duplicated, and some percentage of fund. 
i> siphoned off at every level to support bureaucracy. 



THE ROLE OF GOVERNMENT 

American tradition supports the idea that the primary responsibility for an individual's 
welfare ret* with the individual and his family. When the family is unavailable or incapable ot 
meeting the problem adequately it is appropriate to turn to the neighborhood, community, 
church, private sector, or government for help. 

Government arises from the need to band together to do some tasks collectively that cannot 
be dont bv individuals or families. It has always been appropriate for government to play a 
role when the scope of a problem is Such that individuals, families, neighborhoods. 
* communities, or private organizations cannot cope with it. But it is inappropriate tor 

government to arrogate roles that would be more efficiently and sensitively handled without its 

intervention. , , ,, 

Four questions should alwavs be asked when trying to determine whether a problem requuvs 
a government program for its solution: Is it an appropriate area for government? Can 
government do the job most efficiently? Can we afford the government program? What are 
the po>sible adverse side effects of the program? 

• ■iFpmpmuw. - Mom Americans probably would agree that government should not do 
anv thing that people can do for themselves. When it comes to particular cases, however, 
much disagreement arise about Whether people are managing by themselves, or whether the 
existence or continuation of a problem means that people cannot handle it and government 
intervention »s needed. This is & philosophical argument that stubbornly retuses settlement 

It is sufficient for our purposes to recognize that all agree that government solutions are 
appropnate when there is evidence that people can't handle 3 problem themselves, though 
they may disagree on what and how much evidence is needed to know when this threshold 
has been reached 

• I ttiavna ~ Aithotieh large Industrie and organization* often can provide economies of 
operation because ot'their .,/c. this is usually not true ot government programs with their 
keions ot administrators, planner, evaluates, and auditor- When it come, to providing lot the 
umuuc meds of a trail elderlv per .on or the transportation needs ol an elderly couple, a 
dedicated tamuy or waring neighbor, if available, is more flexible, sensitive, and efficient 

thar- even the bcst deMgntd government program 
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• Affordabiluy. - Just as individuals, families, business, and organizations make daily 
decisions on what activities are affordable, so must taxpayers and their elected 
representatives at all level$ of government. But funding high priority programs often 
requires reducing funding for those that are of lower priority. The best way to reduce the 
number of programs that are competing for limited resources is to use nongovernmental 
solutions whenever possible. 

• Unanticipated or unwanted side effects. — Just as overreliance on a cane or crutch can slow 
t}ie healing of an injured limb, the -existence of a government program can encourage 
dependence and overreliarice on that program. Some have argued that the existence of 
Social Security has discouraged saving by making people less concerned about their 
retirement needs } It has also been argued that extending Medicare and Medicaid to pay 
families who care for elderly parents at home may result in a tremendous fiscal outflow to 
pay those families for what they are doing anyway, without substantially increasing the 
number of families who care for their elderly at home or reducing the number of persons in 
institutions.^ 



THE ROLE OF THE INDIVIDUAL 

The choices individuals make are the most important factors in determining what kind of 
old age they will have. Most elderly persons who are independent took steps to prepare 
themselves for old age and preserved their health when they were younger, although it is true 
that not all old people who need help failed to take such steps, since chance, discrimination, 
the economy, or simple baJ luck cart wreck any carefully prepared plan. Nevertheless, it would 
take an inordinate amount of good luck to override the effects of a lifetime of poor health 
habits or financial imprudence. 

Old age is a pa>off stage of life, when decisions made and patterns adopted earlier begin to 
produce dividends or exact their price. Poor health habits that for many years seemed to be 
without cost can now show their cost in the form of earlier disability and earlier death, while 
good health habits can add years to life. Love given to children throughout their growing years 
is, in most cases, amply repaid. Savings set aside year after year now will have accumulated to 
a significant sum that can be used to supplement pensions and health insurance to make the 
retirement years more comfortable and the saver more independent. 

It i* alwa>s difficult for people in their twenties and thirties to pattern their lives on the basis 
of a future 30 or 40 years away. Still, young people, and anyone else who can, should consider 
saving a larger fraction of income as the best possible way to prepare for old age. As pointed 
out in Chapter 2, this *ill have the added benefit of improving the Nation's future economy — 
and the Social Security System too — by helping to expand our national productive capacity. 

Even actions taken in late middle age or in old age can significantly improve life and life 
expectancy. For example, some studies indica^g that stopping cigarette smoking can lower the 
chance of heart attack in as little as two months. 

Individual actions as simple as marking possessions, installing proper locks on doors and 
window*, and being careful when on the street can reduce,, if not eliminate, a person's chances 
of becoming a victim of crime. Educational programs can open pathways to second careers or 
help elderly persons keep current with a rapidly changing world. 

A number of new or developing techniques allow older persons to improve their .economic 
position through maximum use of assets, tax advantages, and saving opportunities. The assets 
lepre^ented by a mortgage free house can often spell the difference between a precarious and a 
womfor table retirement. In the past, the aged were faced with the unhappy choice of remaining 
in the residence and foregoing use of these assets, or selling the house and facing capital gains 
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taxes and higher living costs elsewhere. Changes in the tax law have alleviated the capital gains 
tax problem, and increased experimentation with reverse mortgages and guaranteed annuity 
transfers indicates their promise as techniques to unlock another source of regular income in 
old age These programs have developed in a number of different forms, but the underlying 
idea is that people remortgage their homes and receive. an annuity from investment of the 
assets When the homeowner dies, the mortgagor takes title to the house. 

Other changes in the tax code have encouraged savings or have facilitatedretention of 
income by providing an opportunity for'the elderly to take steps to benefit themselves: 

• Tax-free saving certificates. — After October 1 , 1 981 , Si ,000 in earned interest ($2,000 on a 

• joint return) from a variety of savings certificates can be excluded from income taxes. 

• Individual retirement accounts. — All employees, including those participating in pension 

- plans, are now allowed to contribute to an IRA. The new maximum amount that can be 
deducted by an individual is $2,000 (up from $1,500) plus an additional $250 for a 
nonworking spouse. If the taxpayer is already in a. pension plan, the IRA contribution can 
be made to the pension plan to increase the taxpayer's equity. 

• Estate tax relief for married couples. - Before January 1 , 1982, surviving spouses had to pay 
estate taxes on 50 percent of the jointestate of the couple. The tax rates were the same as 
those for any other estate on the taxable 50 percent. After January 1, no estate tax will be 
owed by a surviving spouse oivany portion of a joint estate. 

• Exclusion of gam on thesale of a residence. — Taxpayers 55 or over can sell or exchange their 
home and get a once-in-a-lifetime $125,000 exemption of the gain on that home. 

• Indexing. - Beginning in 1985, tax brackets will be adjusted for inflation so taxpayers can 
realize gainst personal income h>ased on cost-of-living increases. 

• Reduced individual income tax rates. - Several across the board reductions in tax rates have 
recently been legislated, the first being the 1.25 percent reduction in 1981. A 10 percent 
reduction is scheduled for 1982, a 19 percent reduction in 1983, and 23 percent in 1984. The 
maximum tax rate on any income was reduced from 70 percent to 50 percent effective 
October I, 1981. 

• Credit for the elderlv. — Under certain conditions, individuals over 65 and those under 65 and 
retired under a public retirement system may be able to claim a credit and reduce their tax 
liability by as much as $375 (single) or $562.50 (married filing jointly). 

• Additional exemption for age and blindness. - Individuals can always take one exemption for 
themselves. If they are over 65 they can take a second exemption, and if they are also blind 
they may take a third exemption. The same exemption rules apply for spouses if filing a 
joint return. ' 

• New Exclusion for interst and dividend income. — At this time, $200 ($400 if married and 
filing jointly) of qualifying interest and dividend income can be excluded from the adjusted 
gross income calculation. 

• Nonreportmg of income. — Under current Federal Tax laws certain income sources need not 
be reported. They include Social Security benefits, disability retirement payments and other 
benefits paid by the Veterans Administration, dividends on veterans' life insurance, and life 
insurance proceeds received because of a person's death. 

An important feature of all these tax changes is that government action has provided the 
opportunity, but individual initiative is required if the potential benefit is to be realized 

States, localities, and private organizations are also providing potential benefits to older 
Americans as the following examples show. 
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Tax freezes. — The State Legislature in Connecticut, in cooperation with 
various city councils, has changed its tax policy to relieve older homeowners of 
increased property tax burdens after age 65. 

Property tax deferrals. - Six States have instituted tax policy changes that allow older 
persons to defer tax payments until property is sold and more resources are available. 

Homestead exemptions. — Forty-one States have changed their tax codes to relieve older 
persons of some'tax burden by reducing assessments. 

Circuit-breaker taxes. — Thirty-five States have relieved older pesons of some property tax 
burden by reducing payments according to income. 

House sharing. — Many cities have directed their housing departments to institute programs 
enabling two or more individuals to share house expenses. 

Group living. — Non profit organizations in many cities have promoted self-help among the 
elderly by enabling groups of them to live together and share expenses as well as Find 
companionship. ^ 

From these Examples it is clear that individuals have numerous opportunities to prepare for a 
comfortable and secure old age, if they are able to use them. 

An additional aid that will develop during the next few years is the increasing value of older 
workers to the economy. As discussed earlier in this report, the reduced birth rates of the 
1960s and 1970s will produce a labor shortage that will make older workers more attractive to 
employers. Incentives for older Workers to remain in the workforce will increase, and this will 
have the double advantage of taking some pressure off the Social Security system and keeping 
more people fully integrated in society longer. 

Most people in their sixties have no problems of health or competence that require 
retirement. And there is no reason to believe, for most people, that passing 65 or 70 brings 
infirmity or dependence or heed for extra services. These services should be available for those 
who need them, and they should be delivered fully, promptly, and efficiently. 



THE ROLE OF THE FAMILY 

The role of the family is complex and embodies numerous : c6mpbnents — economic, social, 
psychological, philosophical, biological, and spiritual — none of which alone can fully describe 
its functions. In describing the role of the family with regard to the .aged, it is possible to 
catalog roles and responsibilities using the categories of government programs: provide 
economic security, serve as caregiver, provide transportation services and so forth. But this 
categorization of the help that families can and usually do provide to their older members is 
unnecessary. Simply put, families, to the extent that they can, will provide the support their 
older members need, including financial advice and assistance, transportation, help with chores 
or decisionmaking, or whatever other aid a parent or older relative needs. 

But the family role becomes even more important when older persons grow less independent 
because of insufficient savings or income, illness, or increasing frailty. Families have always 
provided this kind of help to their older members. Before the growth of government programs, 
families were the major — in many cases the only — source of help and support. In earlier 
societies, older members stayed with their children, gradually changing th6ir status from leader 
to advisor until eventually their health failed and they needed care and assistance. People 



without families often had no one to care for them, at least until the development of poor 
farms and charitably supported private institutions. 

Federal programs to aid and support the elderly developed after the depression of the 1930s, 
a period. of physical and economic dislocation that pverwhelmed many families' ability to 
provide the kind of assistance to their older members that had beentaken for granted 10 years 
earlier. During the next 40 years, a range of government programs was developed covering the 
same kinds-of services that a family would have provided, virtually alone, in earlier years. 

These programs are needed. They provide services for people who do not have families to 
help them. And they provide support when the family'; economic and emotional resources are 
overwhelmed by serious problems. But government programs should be designed and scaled to 
reinforce, not replace, family efforts. Caregivers paid by government funds simply cannot 
provide the personal service that a loving family can. And government programs can, never be 
flexible enough in their rules and regulations to provide the exact service that older persons 
need at different times. 

Most important, we as a Nation can not afford to replace family care with government- 
funded care. It has been estimated that over 80 percent of the care provided to the elderly is 
provided by informal caregivers, usually families, without pay or reimbursement. Public 
policies that would reimburse family members for service to their older members, or would 
discourage families from providing such care in favor of more publicly-funded, publicly- 
provided care, would add untold billions to the budget. 

When the ratio of producers to dependent aged is high, it may make sense to tax everyone to 
provide 'services centrally to the small number of elderly who need them. But as the ratio 
decreases, the "insurance" aspect of the programs decreasfes as well; instead of taxing a large 
numbef of producers a small amount each to provide benefits for a small number of recipients, 
a smaller number of producers must be .taxed' at a high rate to provide government services for 
a relatively large dependent population. 

A better alternative is to count on families to provide a larger share of the help and support 
for the elderly, and to reserve governmental assistance for those who have no family or whose 
families lack the necessary resources. 




FRIENDS, VOLUNTEERS, AND 
PRIVATE NONPROFIT 
ORGANIZATIONS 

If the growth of government programs has threatened to replace family responsibility, it has 
had an even greater effect on the role of the community, neighborhood, and private voluntary 
and charitable organizations. The perception has grown that these are no longer needed .that 
government programs are providing everything necessary. Government programs decidedly are 
not providing everything necessary. Private efforts not only can provide the same services at 
lower cost and without red tape, they are better at providing some services than the 

government. . 

Transportation is an area where the private sector, State and local governments, and the 
Federal government all have roles. Due to economic necessity, privately-owned transportation 
systems are increasingly concentrating on their most profitable routes and dropping or 
decreasing service on the less profitable ones. The rural elderly in particular are adversely 
affected, since rural transportation routes are usually the least profitable. 

Public ownership of mass transit has expanded over the past 30 years in both municipal and 
regional systems. The public systems have tried to restore the services dropped by the private 
companies, but economic problems at these levels of government have prevented them from 
doing all they would like. In many urban areas governments have provided excellent dial-a-nde 



services, arid these should be continued and expanded where possible. The Federal Government 
has subsidized the development and operation of transit systems, but its aid has been focused 
mainly on high-use systems and routes. * / 

For occasional travel, particularly in rural areas, the best solution will probably continue to 
be a friend or neighbor. Churches and community groups Can help organize this approach by 
using sign-up sheets and recruiting volunteers to drive one day a week. 

Social services is another area in which the role of the nongovernment sector is strong. 
Government recognizes that these organizations have flexibility that even well-run and well- 
intentioncd government: bureaucracies do not. Much of the government-funded social service . 
activity is in fact performed by the staffs of private social service organizations operating under 
contract with the government. 

These agencies should be supported not just with tax dollars but by direct contributions of 
money and time, for the more they are forced to rely on government funds the more like 
government bureaucracies they will eventually become. Conversely, if they can rely more on an 
independent source of income they will be better able to retain their traditional flexibility. 

Nongovernmental efforts can also have a large payoff in the area of crime protection. 
Programs like Neighborhood Watch extend the capabilities of local police and provide a feeling 
of security for older people. 

Education, recreation, and cultural activities are important for maintaining physical 
condition, mental alertness, and social contact. Education helps older people keep up with a 
rapidly changing world. While advances in cable and satellite television systems promise a 
broad range of new educational experiences at home, the value of person-to-person discussion 
and the need to focus some educational activities on local issues means that community 
discussion groups and other informal education will remain important. 

Recreation and cultural activities are best managed on a local, nongovernmental basis 
because personal preference plays such a large role in determining individual participation. A 
variety of different activities run by different organizations or informal groups is likely to 
please more people than a large program run by government. 

Churches serve the elderly in many ways. In addition to their primary role of providing 
organized worship, they sponsor many activities that bring elderly together with their peers as 
well as with younger people. Clergymen are often excellent counselors, and other members of 
the congregation are often willing to help older members in time of trouble. 

Voluntary organizations tend to be extremely sensitive to real needs precisely because they 
are voluntary. The decision to volunteer time and money is personal, and the voluntary 
agencies or groups have complete discretion in choosing their issues and targets with no 
political constraints or bureaucratic regulations. If a voluntary or charitable organization 
wastes time or money, or if it focuses on marginal problems, its funds will soon dry up and its 
volunteers will drift away. The voluntary sector, whether represented by a national 
organization or a single concerned neighbor, can be counted on to operate efficiently and 
responsively and to resolve problems that "fall through the cracks", of clumsier, more 
constrained government programs. 
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THE ROLE OF 

THE BUSINESS SECTOR 

Although it provides by far the most goods and services Americans receive, our private, 
for-profit sector receives surprisingly little attention in considering ways to meet people's 
needs, including those of the elderly. We tend to focus on government, though the free 
enterprise system in most instances is best capable of performing this function. 

The business sector of our system has the advantage of being able to respond automatically 
to our changing demands and preferences. It operates without all the difficulties inherent 
in public programs, such as appropriating the "correct" level of funds, proper targeting, 
excessive administrative expense, and conformance to a particular political ideology. Unlike 
our public programs, the for-profit sector does not waste funds by providing people with 
services they neither want nor need. And for the most part it operates efficiently, 
effectively, and with minimal oversight. 

It is essential that we do not unnecessarily inhibit the free enterprise system's ability to 
provide needed goods and services. 

The private sector often has much to offer in areas we generally regard as a purely public 
responsibility. An example is" crime prevention, a major concern .of Americans, especially 
the elderly. In response to this concern, housing projects are now being designed to make it 
difficult for a criminal to enter a residence without being seen by a neighbor. Improved 
window and door locks are another way the market has responded to the crime problem. Fire 
protection has also been vastly improved through the production of easily installed and 
inexpensive smoke alarms, which have already saved hundreds of lives. 

The free market system provides the best mechanism to meet many of the needs of the elderly. 
As the absolute number of elderly Americans increases and their proportion of the population 
grows the private sector can be counted on to pay increased attention to their needs and interests. 



STATE AND LOCAL GOVERNMENT 

State and local governments are responsible for more than managing and accounting for . 
Federal funds they receive. They also have the responsibility to make themselves aware of 
conditions affecting their older citizens and to exercise leadership so old problems can be 
resolved and new opportunities can be created. 

School districts should think creatively about ways to serve the middle-aged and the elderly. 
The rate of technological change has accelerated to the point that many would benefit from 
refresher courses that explain new technology or prepare people for new careers. At a time 
when school enrollments are falling and pressures are building to close schools and eliminate 
programs, increased attention to career development and continuing education would bring 
together a growing need and a resource in good supply. 

Transit authorities should be aware that the travel needs and schedules of the elderly often 
differ from those of commuters. In some cases, routes, schedules, and fares can be adjusted in 
the middle of the day to accommodate elderly riders without substantially raising costs or 
affecting the quality of morning and evening commuter service. 

Police forces are hard pressed and there is little that can be suggested here to improve their 
effectiveness, but we hope they will continue to remind people of the steps they can take as 
individuals to deter crime and the steps that communities can take-to make their 

neighborhoods safer. Judges and juries should become more aware of the terrible effect of 
crime on the elderly-that it not only takes their savings and threatens their lives and health, 
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but that fear of crime makes them more isolated, less able to trust others, less willing to travel 
the streets alone, less independent. They should consider these additional factors when setting 
bail or deciding on a sentence. Some States have passed Victim Impact laws, which require 
judges or juries before imposing a sentence to read a statement detailing the effect of the crime 
on the victim: financial losses, hospital or medical expenses* lingering health problems resulting 
from the crime, and psychological effects. 

There are many opportunities in the housing area for State and local government leadership. 
Laws authorizing and governing reverse mortgage plans, zoning ordinances permitting group 
housing or construction of "granny flats," real estate tax reductions or deferrals, all represent 
areas in which some States and communities have taken action; changing demographic patterns 
and changes in the economy are making certain policies desirable that only a few years ago 
were rejected by most people and most communities. Likewise, some housing and development 
goals encouraged by ordinances passed 20 years ago are now seen as inappropriate because of 
energy cost increases, inflation, and changing demographics. States and communities should 
seriously consider changing some laws that are no longer needed, but they should do so 
carefully so as not to throw out needed protections in their search for new flexibility. 



THE FEDERAL GOVERNMENT 

Federal support for the elderly is and will continue to be strong. While the elderly 
comprise about 12 percent of the total population, they receive approximately 28 percent 
of Federal budget outlays. Federal support for the elderly will^average over $7,500 per 
individual in fiscal year 1983. This mo;e than doubles Federal Spending on elderly programs 
in fiscal year 1978. Over the next five years, Federal spending for the elderly will increase 
125 percent as fast as overall Federal spending. 

The Federal Government will continue to exercise its responsibilities. Several of these — 
including preserving the Social Security system, encouraging good health habits and 
reducing health care costs, and supporting research on issues related to the aging — are 
discussed in other chapters. The Federal Government will also provide services and 
protections to those who truly netd help; those who cannot care for themselves, and for 
whom family, community, or State assistance is not enough. It will continue to support 
the activities sponsored under the Older Americans Act. These programs provide a range 
of services often not provided by other programs. And it will support expansion of the 
protections afforded in the Age Discrimination in Employment Act through the elimination 
of mandatory retirement. 

Retirement should be a bilateral agreement between an employee and an employer. 
Amendment of the law in this way may be the most significant step of all in achieving our 
avowed goal: to give older Americans maximum freedom of choice and encourage their 
continued integration in society, in the workforce, in the business of America, for as 
long as possible. 
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RECOMMENDATIONS 

Services 

• Efforts to target Federal resources on older persons most in need should be expanded. 

• States and localities should be encouraged to improve access to existing services for older 
persons, rather than create separate service delivery mechanisms for the elderly. 

• The Department of Health and Human Services should continue to work with Federal 
Departments, organizations and voluntary groups to assure that appropriate services are 
available to elderly persons in need. 

» States and localities should be encouraged to promote and maintain intergenerational 
activities and to integrate the elderly into existing service programs. 

• Public and private agencies serving the aging should be cognizant of the particular needs 
of minority populations, including blacks. Hispanics. Asian Pacific Americans. and Native 
Americans. 

Housing 

• The Federal Government should work with private sector. State, and local governments to 
explore housing options for older persons. This exploration should include analysis of 
innovative financing, construction, and living arrangements. 

Transportation 

• Transit authorities should explore wavs in which the needs of the elderly can be met - such 
as mid-day route and fare adjustments - without increasing the costs or decreasing the 
quality of rush hour service. 

Voluntary 

• Programs to encourage voluntary service by the elderly should be encouraged by both the 
public and private sectors. 

Education 

• Educational programs, under a variety of auspices, should be available to older men and 
women and should provide skilled training, job counseling, and job placement, all of which 
will enhance their ability to stay in or rejoin the workforce or to enhance second careers 

Crime 

• Older persons should be encouraged to play an active role in crime preventionrand should 
be made aware of the step* they can take to minimize the risk of being victimized, 
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Chapter 5 



RESEARCH 



INTRODUCTION 




c Americans have a deep conviction that research will bring us continuing benefits — 



T T longer lives, healthier lives, better lives, and better and less expensive services. Our 
national commitment to research. has brought remarkable success in all of these areas, 
except in the control of the costs of medical care services. 

It is often said that the growth of longevity in She United States is due to medical 
achievements that have reduced the toll of childhood disjease^.^ New developments make that 
explanation only a partial one. Statistical studio hatfg^d$4jt clear that in recent years 
longevity improvements for adults have exceeded tfiose for chfydren. 1 In the 50 years from 
1900 to 1950 life, expectancy at birth increased by 38.4 percent tyhile life expectancy at age 45 
increased by only If. 9 percent. 2 In the 30 years between 1950 and 1980, however, life 
expectancy at birth increased by only 8.1 percent compared with arr increase of 12.6 percent 
for life expectancy, 'at age 45. Between 1970 and 1980 the age-adjusted death rate declined 37.4 
percent for stroke and 19.0 percent for heart disease, our third and first leading causes of 
death respectively.^ \^ 

The changing statistics reflect medical advances. Each year, for example 65i000 American* 
find new freedom of mobility as well as freedom from pain by receiving artificial hip joints. 
Pacemakers, coronary bypasses, organ replacement, insulin pumps, and a^ong list of other 
recent medical breakthroughs have given new life to tens of thousands of adults Each of these 
improvements can be traced directly to research. There is every reason to expect research 
benefits in the future to be as great as those we have reaped in the past. \ 

That we can and must continue to progress was assuredly the viewpoint of both the 1981 
and the 1971 White House Conference on Aging. Yet there were important differences in 
emphasis between the two Conferences. \ 

A review of the recommendations for research on aging made by the 1971 Conference 
provides a useful perspective. That Conference met when inflation was little more than a word 
in the dictionary (except in the area of medical care where it was already quite noticeable), the 
"energy crisis*' was not even dreamed of, and President Johnson's Great Society programs 
were well underway. Our confidence in our government's ability to improve our lives through 
research was perhaps at its zenith. The 1971 Conference recommended; 



1. A National Institute of Gerontology to support and conduct research and training in the 
biomedical and social-behavioral aspects of aging, 

2. An Executive Office on Aging with authority to develop and coordinate programs for the 
aged at all levels of government, including research and demonstration programs, and to 
oversee their translation into action. < 
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3 A major increase in Federal funds for research, research training, and demonstration 
promts in the field of aging, the projects to be funded by no less than 3.5 percent of 
general revenues appropriated for programs in the interest of older persons. 

4 Funding of research, research training, and demonstration projects on aging to be allocated 
to facial and ethnic minority groups in proportion to .heir numbers » *^«"^' 
with attention to recruitment and training of minority group students to become competent 
researchers in gerontology. 

5. Recruitment and training of women and representation of women on bodies with 
resppnsibility for allocating training and research funds. 

6. A clearinghouse to collect and disseminate current research findings in the field of aging to 
practitioners in the field and to the general public. 

7 Prompt allocation of appropriated Federal research, demonstration and training funds *nd 
ptompt implementation of intramural and extramural programs supported those funds. 

8. Assured continuation and funding of Federally-funded demonstration projects that have 
. proved successful. m j 

These recommendations of the 1971 Conference focused mainly on the resources necessary 
for research and'the organization of research. Several of the recommendations have been met. 
The National institute on Aging was established in 1974, its budget has mereasedyenrear 
and its 1983 budget will reach $84 million. The problems suggested by Recommendations 7 and 

8 are largely resolved. Recommendations 2 and 3 were not met, and marginal improvements 

have been made on 4, 5, and 6. . . .... 

It is interesting to note the lack of specific reference to several subjects that were important 
to the 1981 delegates: disease-prevention, work opportunity for the elderly, the need for a 
continuum of long-term care including in-home care, and-medical care costs. Perhaps these 
issues were discussed in 1971 but were not incorporated mto the recommendations Or perhaps 
the issues so important to the 1981 delegates were not considered significant in 1971. 

It ^Sl^te hypotheriwl that in 1971 there was little sense of fiscal constraint so no 
attention was given ip priorities for research or acknowledgement of the choices that .m ght be 
necessary In 1981- there was definite indication that resources for research were of concern to 
the delegates. The recommendations on specific types of research and training to be funded far 
outnumbered those concerned with research resource development and organization of 
research And while the 1981 Conference recommended that the government match the private 
sector's 'commitment to research, the 1971 recommendation that 3 5 percent of revenues for 
\ programs in the interests of older persons be allocated for research and training had, in 1981, 

^^dSWier recommended that, "Funds for 

at the expense of funds to beneficiaries in those programs that are being studied. Thus the 
delegates exhibited a very high sense of responsibility to the needs of the elderly a we 1 as 
awareness of the fiscal problems now facing the country and the likelihood that choices among 
the recommendations might be required. . . nBm .. ( nf 

Choice among research and training options is a cont.nual .ssue m the development of 
government budgets. Choices may be based on cost-benefit criteria or on very subjects 
imoressions or on a combination of both. In considering how to divide funds between 
X t ng research needs, the issues can become extremely complex. Is is not easy to dec* 
how to allocate between competing research needs: resource development versus execution of 
- JesTarch; basic versus applied research; research that extends life versus research hat improves 
its qualiiy; research to reduce government progjag expenditures versus research to improve 
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services to the rural or minority elderly, research with short-term payoffs versus longer range 
research; prevention research versus research on cures versus rehabilitation research'. Although 
cost 7 benefit analysis might be the preferred approach, we lack the knowledge to resolve all the 
questions that might be raised concerning choices and priorities. Ultimately, consensus about 
the allocation of research resourcesjnust be achieved through* interaction between the 
Executive and Legislative branches of government during the budget development process. 



TOWARD A RESEARCH 
POLICY ON AGING 

This national policy for research on aging is based on the following premises: 

• Federal budgetary restraints will not significantly retard the rate of research progress. 
Federal research dollars for aging have increased rapidly in recent years but have slowed for 
the past two. However, we can expect continued research productivity. We have the 
resources: trained researchers have never been more plentiful; our data bases arc more 
complete than ever;, and rapid advances in computer technology have given us better 
information processing jcapabilities than we had in the 1970s. Better use of resources and 
better coordination will make our research efforts more effective in the years immediately 
ahead. Nevertheless, dollars remain an important requirement for research on aging. Severe 
underfunding of any element* — manpower training, information bases, data processing 
capability, and new basic and applied research — could be very damaging. 

• Distinct boundaries cannot be drawn between research on aging and other kinds of research. 
The sharp decline in d$ath rates from several diseases of adult life is due to research 
progress on many fronts, not just in the field of aging. The National Center for Health 
Statistics estimates that the total eradication of cancer would increase average lifespan in the 
United States by 2.4 years, yet the billion dollars budgeted annually to the National Cancer 
Institute is not classified as aging research. Similarly, research on housing for the poor and 
on the other social programs usually benefits the aged along with other groups. Our 
perspective on the kinds of research that will benefit th* ^Jerly should not be too narrow. 

• Laboratory and clinical rese n ch demonstrations, and e*d!uuu.ws, as well as studies, 
designed to reduce program lu*>* are all relevant to om oldtt population. For the purposes 

. of this discussion, no distinction is drawn between these act** jties. 

• Other institutions besides the Federal Government are inxuhed in research related to aging* 
Although most biological and social research related to aging is supported by Federal funds 
other levels of government and the private sector make significant contributions and are 
important resources. 
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MAJOR FUNDING SOURCES 
FOR AGING RESEARCH 

Althougha very substantial amount of age-related research is done by the pharmaceutical 
industry, most of it is funded by the Federal Government, principally the Department of ' 
Health and Human Services. . w 

Within HHS, the National Institute on Aging leads both in dollar amount and in variety ot 
age-related research activities, but other agencies of the Department are also involved. The 
National Institute of Mental Health, for example, funds intramural and extramural research on 
mental processes/the Health Care Financing Administration funds research and 
demonstration projects relating to Medicare and Medicaid. The Social Security Administration, 
the Office of the Assistant Secretary for Planning and Evaluation, the Center for Health 
Services Research, the National Center for Health Statistics, and all the Institutes of the 
National Institutes of Health also fund and conduct research that is relevant to the aged. 

Numerous other Federal agencies and departments, including the Veterans Administration, 
have active research programs that study age-related problems. Most of these programs are 
relatively small and are often quite specialized, depending on the agency's mission, 



NEEDED RESEARCH IN SOCIAL AND 
ECONOMIC AREAS RELATED TO AGING 

Designing a sensible and effective National Policy on Aging requires a great deal of 
information. We need to study retirement, the retired population, and the institutions that 
support that population. We need to find the best ways to design programs to serve the diverse 
and changing needs of this group. We need information on the number and nature of the 
elderly no* and in the future. We need to know how' the institutions that support the elderly 
- particular^ those that prov.de retirement income - aftect the well-being of the elderly and 
the economy as a whole. Specific areas needing research are discussed in this section. 

Research on Work Opportunities for the Elderly 

The right to work in old age was a major theme of the 1981 Conference. A Conference 
Committee recommendation to abolish mandatory retirement and allow the elderly to continue 
working if they want to received the strongest support of any recommendation in the post- 
Conference survey of delegates. This recommendation is also supported by the President. The 
age at retirement was also identified as a critical issue earlier in this report. Chapter 1, dealing 
with the economic implications of an aging population, showed that retirement age affects 
national productivity and the strength of the Social Security system. 

Developing effective policy in this area requires research. Before we can design programs 
and policies to structure workplaces and jobs to accommodate older workers, many questions 
■ hav- to be answered. For example: What factors produce social competence and personal 
satisfaction in later life? What can government and private organizations do to promote 
employment for the elderly who want to work? What are the best ways to increase the use of 
part-time jobs and flexible or phased retirement for older workers? How do various aspects of 
health, impairment, and disability relate to employment? 

To promote work opportunities for the elderly we need better information on the future size 
and characteristics of the older population as well as better understanding of the economic and 
social factors that influence the decision to retire or continue working, the factors that at feet 
employers' demand for the labor of older workers, and the effect on worker productivity of 
advancing age. All of this behavior may be substantially influenced by government regulation, 
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tax and transfer policies, and the practice* of employer*. The cumulative impact of these 
influences during individuals' working lives could have major effects on the character of the 
retired population, the rest of society, and the, economy. \ 

Finally, we need better information on how retirement income progums affect the econom> 
through their effects on aggregate labor supply. Do the savings effects of these programs 
influence capital formation and productivity? How will the financial markets and the economy 
be affected when the baby boom generation retires and begins* to draw down the reserves of 
pension funds? 



Research on Competition in the Medical Care Delivery System j 

Chapter 3 discussed some of the problems in our health care deliver) system and ho* these 
problems are increasing medical care costs. Clearly, changes must be made if the aged are to 
be assured affordable medical care* 

One way that has been recommended is to stimulate competition in the health s>stem. Past 
research has laid a solid foundation of information on how the health system functions and 
has suggested the role that competition could play, but greater depth of knowledge ma> be 
needed about how consumers, providers, and insurers would respond to the incentives of a 
more competitive health care market. 

Research is also needed to generate information in the public domain to help the private 
sector improve efficiency in health care financing and delivery. Current policy relies heavily on 
the private sector for innovations that enhance efficiency. Rather than attempt to control the 
private sector through regulation, current polic> is to remove impediments to allow private 
sector activities to move freely in desired directions, information provided by research can help 
the private sector make informed decisions, 

A 1982 report prepared for the National Center for Health Jen ices Research identified five 
specific research topics relating to competition in the health care system, the effects of (1) 
greater out-of-pocket payments b> consumers, (2) changes in taxation of employer provided 
health benefits, (3) the spread of health maintenance organizations and other alternative 
deliver) systems, (4) changes in insurance programs, and (5) changes in the nature ami extent 
of regulation in the health system. 

Discussion of each'of these topics ii beyond the scope of this report, but some general 
remarks can be made about the current state and direction of research in these areas. In some 
cases, very little is known about how certain reforms would change behavior in the market 
For example, httic information exists on how novel developments such as business-health 
coalitions, preferred provider plans, and companv administered "stav well" plans are affecting 
health care expenditures. In many cases we know the direction of »he effect that would be 
produced b> a certain reform but not its magnitude. An example is the extent to which !cns 
preferential tax treatment of employer-paid health benefits would deflect the trend to ever 
more expensive "first-dollar" health insurance, 

Despite these uncertainties, it would be incorrect to assume that nothing or verv little is 
known about the health e^re market's likely response to new incentives. In fact, muvh of puM 
health services research is entirely relevant to current health polic} deliberations, and pan of 
the task of current research is to synthesize those past findings so thev can serve as a 
foundation for new research. 

Both the private and public sectors have roles to plav in producing new information on the 
prospects for the consequences of a more competitive health svstem. Even now, some of the 
research budget of the Department of Health and Human Services is devoted to investigating 
competition-related issues, and pan of this activity is to discover information being produced 
in the private sector and determine its implications for developing competitive reform in health 
care financing and delivery . There is much more to be teamed m this rapidly changing area. 
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Reiearch on Long-rerm Care 

Long-term care tor the elderly involves principally the fa^growing population age 75 and 
over Although the rate of increase in this population is diminishing (see Table 1), it is 
nevertheless sufficiently high to alert us to the increasing need for long term, care services. 

The costs of long-term care have been the fastest grow ing of any in the health sector and are 
projected to have the fastest growth for the remainder of this century * This growth is due not 
onlv to the increasing size of the aged population but.also to the kcrr-Mtlls and Medicaid 
programs of the 1960s. Because of the growth of these programs and occasional scandals m the 
care provided to elderly nursing home patients, a strong call has been raised for alternatives to 
the institutionalization of the disabled elderly 

the institutionalized elderly person today tends to be a woman who has outlived her husband 
Pnnr to institutionalization she was poor and lived alone She was unable to purchase the services 
she needed and had no one at home to provide for her She was admitted to a nursing home on. a 
hospital \noth r person with the same medical condition, but with money or a caregiver, migw 
never require a nurs.ng home. The fir t patient would require considerably more assistance to 
juml institutionalization than the second 

It »s widelv believed that manv nursing home patient-; could be cared for in therr own honu> 
,1 services could be provided to them there. This belief was reflected in the post-Conlerence 
•urvev ol delegates the second and third most favored recommendations that emerged from 
the 19*1 Conference were expanded home health care and m-homt? services, and tax incentives 
tor lamih care <-.! elderly ielatives at home , /, 

Over the pas! several vears the Department of Health and Human Services has funded a 
number of protects throughout the country to allow State, to study and develop systems tor 
home and community care The Department and several State* (using their own fund,) have 
also conducted experiments M see «f sufficient care can be prov.ded to the impaired elderly m 
then homes A number of home or community care demonstration studies have also been 
carried out. and many are currently underway Although few results ™ * 
high interest in the home-care alternative Congress, m Section 2176 ol the 198 Budge. 
Reconciliation Act . permuted the States, under certain conditions, to establish home and 
communis care programs as substitutes tor skilled nursing and intermediate care facilities A 
number ol States are making use of this opportunity. 

The tmal result, of these efforts are not vet in, but preliminary analysis by Stamen and 
Hufaohan* shows mind results the quaiitv ol We tor patients ,s probably improved but uMs 
are probabh higher The authors s(**- 

ho«. the revtew of eon.nwmty wide coordinated cart- demonstrations, day-care programs, and 
m home wtvkc programs, we have concluded that there is only a limned a '«^^"' 
that commumtv based suvi.es substitute lot institutional care. ITIheu- .s little direct widens 
of overall com icduUtons resulting from the use of community based serv ices. In sum, 
community based services appear to have a generalh better impact on outcome than 
institutional care Whether these improved outcomes are wuub the costs is a political or vovial 
tudgmcm well bevond the scope of this report 

These studies are designed to demonstrate that patients who would otherwise require 
.muiutionaluat.on can be rfhxm dy treated in their own homes at less cost it they are 
provided service- available in their communities Ihe most difficult aspect of these programs v. 
,h.- screening of candidate patients to accept for home and community care treatment onlv those 
who would otherwise require placement in an inntitution. Too often m these stud.es patients 
selevK-d for home care, though impaired, would never have sough, nursing home care, so the 
identified savings are .Hiisorv If the pattens actually suiting institutionalization could bi 
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precisely identified and successfully treated at home, this would presumabl) result in lower 
nursing home ocvupancy rates. This has not occurred, and since most advocates for home and 
community ware do not anticipate that it will, it appears quite possible that the home and 
community care movement will result in an additional set of services without counterbalancing 
savings in nursing home services. Society may well be willing to pay this price. This would 
aeate a new commurytv health care and social services deliver) system that could grow to a 
very substantial size. 

Additional research findings are rapidly becoming available, and some of ; them will provide 
at least provisional answers to many of these questions. The area deserves and must receive 
thorough attention by researchers, policymakers, and legislators. It is critical that we learn 
more about these new home and community care systems to ensure that they provide the 
needed services at acceptable costs Otherwise, in today's tight fiscal environment, they will be 
unable to survive. 



\NEEDED RESEARCH ON THE 
BIOMEDICAL ASPECTS OF AGING 

Disease Prevention and Health Promotion 

Research is needed on appropriate measures to retard the rate of biological decline associated 
with aging, to prevent or delay the onset of chronic disease processes, and to evaluate 
biological and psychological factors that contribute to the maintenance of health and 
well being of the elderly. Many o1 the health problems that result in loss of independence 
among the elderly could be avoided by heightened health awareness during the middle years as 
well as during old age. Examples include improved nutrition, physical fitness and exercise, 
control of stress, and the effects of social networks on health. Research opportunities, as well 
as efforts to inuease public awareness and transfer existing knowledge to health professionals, 
must be pursued. 

Improved biological markers arc needed to measure physiological age for comparison with 
ihronologtcai age 10 permit better studies of aging and the effect* of more healthful lifestyles 

Dementias of Aging 

Approximately 3 to 4 million elderly Americans sutler from dementia, often of the Alzheimer's 
type. This disease of unknown etiology is characterised by intellectual deterioration and 
inability to carry out the tasks ot daily living. It is the consensus of the biomedical community 
that dementias of aging are not an inevitable consequence of growing old but are disease states 
ihai t an be understood and remedied, The human and health care costs of senile dementias call 
tor a major rescaich mutative aimed at prevention, specific diagnosis, and treatment. 

I nderstandlng the Aging Process 

Research is needed to understand the physiological decline that accompanies aging and renders 
biological svstems increasingly k>s efficient and more suscepnbhyto disease. The goal of this 
research i» to retard the a^ing process s 

Bring deriatrles info the Mainstream of Academic Medicine 

Nev. knowledge must be developed to siid^no^ and treat the diseases and disabilities of old 
av*e, with emphasis on the major sources of morbidity and mortality among the elderly, 
including dementia, incontinence, musculoskeletal disorders, pneumonia, lall injuries, 
nosocomial inkc^ons, and decubitus ulcers (bed sores), Integral elements o! this research 
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emphasis are the development of a cadre of health care professionals competent in geriatrics 
and movement of geriatrics into the mainstream of U.S. academic medicine. 



RESEARCH RESOURCES 

The Research Committee of the 1981 White House Conference on Aging emphasized the 
importance of resources for research on aging, the need for long-term Federal commitment to 
their support, and flexibility to develop new resources to respond to advances in the field and 
the changing needs of investigators. 

A program for research on aging should address three kinds of resources for research 
capability: institutional, human, and physical. 

• Investigators and their institutions are the heart of scientific inquiry. Research activity at 
academic and other institutions must be fostered and research support provided in a stable 
manner. 

• Training oj new researchers is essential to sustain a healthy research capability into the 
future. As stated earlier in this chapter, current fiscal constraints are temporary and will 
improve with the economy, and thus will not significantly retard the rate of research. Like 
research money, funds for training will also feel the squeeze, but we must not neglect this 
key to our future research potential. 

• Critical tools for aging research include such specialized resources as libraries, census 
statistics, a variety of data bases and equipment to process them, genetic and cell culture 
resources, and animal models, as well as human populations for clinical, sociological, and 
epidemiological studies on aging. It should be recognized that these types of resources must 
be maintained over time. 



HEALTH CARE PROFESSIONALS 
IN AQING ' 

The increase in the aged population will require more trained geriatricians as well as other 
professionals and paraprofessionals for service in hospitals and long-term care facilities, 
Including teaching nursing homes. Teaching nursing homes, affiliated with established medical 
centers, are an important new concept that responds to an acute need in our society. Careful 
study should be given in the implementation of this concept, however, in order to avoid a 
narrow concentration on the medical model to the exclusion of a broader soc.omed.cal model 
that also incorporates in-home and community services. 



CONCLUSION 

It has been said that more than death itself we fear a long period of suffering and debility _ 
before death. Above all, we wish to avoid jhe lingering terminal illness. The ideal life would be 
years of interested active involvement with our community, job, friends, family, and spouse, 
ending in no more than a very brief illness. Although it has not been thoroughly documented, 
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there is good evidence that over the past several decades we have been moving toward this 
ideal. 6 

Thanks in partto epidemiological and biomedical research, more and more of us in recent 
decades are approaching what may be our maximum, genetically programmed life span, when, 
having survived childhood and not succumbed to some chronic disease as adults, we reach the 
point when a number of our body sysisms simply wear out and quit working. 

Research will aid the continuation of this favorable trend, of course, but improvement of 
our own individual health habits will do far more to give full and healthy lives than any 
amount of research. Life expectancy for 40-year-olds increased less than 5 years between 1940 
and 1980, despite spectacular research and medical advances in that period. In contrast, 
epidemiologic studies have shown that our patterns of daily living have a very powerful effect 
on our health and longevity. Belloc and Breslow 7 found that the best practices to promote 
health and longevity were 7-8 hours of sleep each night, eating breakfast daily with only 
occasional snacks between meals, being neither excessively underweight nor overweight, 
frequent physical activity, avoidance of excessive alcohol, and the le$s«smoking the better. 

Belloc** found that these relationships held for the eldeFly as well as the young and that the 
improvement of even a single habit can be beneficial. Forty-five-year-old men who follow six 
or more of these good practices will average 11 more years of life than men who follow three 
or fewer. For women, the difference is 7 years. These added years of life exceed the overall 
improvement in longevity between 1940 and 1980. 

The message from these studies is clear, those of us with poor habits have the opportunity to 
live longer if we choose, we have a great deal of ability to determine how long and how well 
we shall live. The major chronic diseases— heart disease, cancer, stroke— are more easily 
prevented than cured. Though we as a society continue to give biomedical research a high 
priority, oar highest priority as individuals must be our responsibilities to ourselves. 

RECOMMENDATIONS 

• The Department of Health and Human Services should improve its coordination of overall 
strategy for its research on aging to ensure that priority areas are adequately funded and that 
duplicative research activities are avoided. 

• Research in disease prevention and health promotion should receive the highest priority. 
The knowledge we already possess must be exploited. New studies are needed to establish 
improved biological markers of physiological age. Study of the personal motivators for 
improved health habits Is also essential. 

• Rescarvh on vvork and retirement, program cost containment initiatives, and long term care 
must also receive high priority. The strong rationale for such studies is developed in the 
chapters of this National Policy on Aging. 

• Increased study of senile dementias, including those of the Alzheimer's type, is urgently 
needed. 

• The necessary supports for aging research must be protected to ensure a continuing capacity 
to advance geriatric knowledge. 

• Research knowledge must continue to be disseminated with maximum effectiveness. 

• The Department of Health and Human Services should meet with private foundations and 
corporations to coordinate aging research activities and to encourage their increased 
participation in aging research. 

• Cooperation and coordination of aging research among American scientists should be 
fostered, and liaison with the scientists of other countries should be continued. 
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